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SISYPHUS was condemned 
to roll to the top of a hill 
a huge stone that always 
rolled down again—money 
earned and frittered away 
is earned by fruitless labour. 
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Competence and Responsibility 


In his article on the personnel function, which is appearing in this 
issue of the Quarterly, Harold J. Clawson notes the vital link between 
integrity and managerial competence. On this subject, he has drawn our 
attention to an article by Dr. Stanley F. Teele, Dean of the Harvaid 
Graduate School of Business Administration, that was published in the 
Winter 1957 issue of the Quarterly. 


We would like to share with you again some of Dr. Teele’s 
remarks; they are worthy of much repetition. 


“There are obviously many ways to describe an effective manager 
and to catalogue the qualities and skills which characterize him. Let 
me remind you that the Oxford Universal Dictionary defines ‘to 
manage’ as ‘to control the course of affairs by one’s own action.’ From 
my observation the most important elements in controlling the course 
of affairs by one’s own action are the ability to make wise decisions, 
the ability to work with people effectively toward a common purpose, 
and the ability to call upon a body of technical and specialized know- 
ledge at the appropriate time and in the appropriate way. In thinking 
about the fundamentals of the task of the business manager I have 
often observed that it calls for a compound of knowledge and wisdom, 
using wisdom in the dictionary sense of ‘the capacity of judging sound- 
ly and dealing broadly with the facts.’ 


“Similarly, it has seemed to me important to keep constantly in 
our minds the thought that business management is a combination of 
art and science. We are necessarily and properly paying more and more 
attention to the science component today, with newly developing con- 
cepts in mathematics and statistics leading the way; but we do our- 
selves a disservice if we forget that, even with this development, 
business management remains overwhelmingly a skill which can best 
be developed, as with the arts, by practice under guidance. 


“The business manager should not only be competent; he should 
also be responsible. In our common North American society, business 
and, therefore, business managers occupy a central position . . . 


“All these elements have been important, but there is another which 
we have tended to overlook: the rise of the professional manager 
the man who feels a sense of responsibility to all elements in the busi- 
ness society, who can and does take a long-range point of view, who 
can and does recognize the need to strike a balance among stockholders, 
employees, customers, suppliers and the public generally. Even more 
importantly, the rise of the professional manager gives assurance that 
the direction of affairs will be in the hands of the competent and will 
not be determined solely by inheritance. 


Continued on page 205 
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SERVING CANADA THE NORTHERN WAY 


The aim of Northern Electric Engineers 
is to continue to design and manufacture 
the finest in Communication equip- 
ment. Northern's research facilities 
and manufacturing capabilities are 
unexcelled in this field in Canada. & 
Northern Electric designs, manufac- 
tures and installs a large proportion 
of Canada's telephone communication 
systems and equipment. It includes 
the manufacture of electrical wires and 
cables for communications and power 
transmission, and the distribution of 
a complete line of electrical apparatus 
and supplies. At Northern Electric, 
product research and development 
never stops and continuing progress 
is made in the communication, elec- 
trical wire and cable fields. 
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Editorial cont. 


“Finally, I come to my third and 
last goal the development of a set 
of ultimate values ‘Does a 
school of business administration, 
devoted to the task of preparing 
men and women to be the managers 
of our economy, have the respon- 
sibility to help its students in their 
search for ultimate values?” My 
answer to this query is a firm 
“Yes”. I believe that we do have 
that responsibility. I believe that 
we should encourage men to en- 
gage in that necessary, disturbing, 
even painful task. 


Why is this any of our concern? 
Why should we not leave this to 
the church, to a man’s own reading 
and study? It is because business is 
intertwined with our whole society. 
It cannot be isolated or considered 
alone. It is not meaningful or expli- 
cable apart from the social, political 
and cultural framework within 
which it operates. The search for 
the ultimate values in our day must 
include the search for those values 
in the business community. Further- 
more, a.man’s personal philosophy, 
his way of looking at the world 


_and the men and women around 


him, determines his success as a man- 
ager of things and people more 
than any other single factor. His 
basic attitudes are far more signifi- 
cant than the techniques he uses. As 
we have learned more and more 
about business Organization as a 
social unit, we have become increas- 
ingly certain that the executive's 
skill with people—or the lack of it-— 
is the determining element in his 
long-range success or failure. As we 
look ahead, we have reason to be- 
lieve that this will be increasingly 
true. In short, the time may come 
when an evil man or one who has 
no clear sense of values simply can- 
not be an effective administrator.” 
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Growing markets and increasing competition require 
greater efficiency and accuracy. The world of business 
is made up of figures. We add, subtract, multiply and 
divide before we take action, before we know whether 
we succeed or fail. A simple mistake made at the wrong 
time may spell disaster. The Underwood-Olivetti printing 
calculator provides the perfect answer to this challenge, 
fast and accurately. To compensate for human errors, 
each Underwood calculator, from the simplest to the 
most advanced model, provides a printed record of all 
terms and results for verification and future reference. 
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Ottawa Newsletter 


PATRICK NICHOLSON 


What are the roles and responsibilities of a Crown Corporation? Should gov- 
ernment enter into commerce or industry? and, if so, how and why? 

It will be agreed that there are some functions of Government that should not 
be entrusted to private enterprise, for example, “the regulating of the national credit 
and currency in the best interests of the economic life of the nation.” This must be a 
manifestation of a government's fiscal and financial policies, and as such is normally 
handled by a department of government. That, instead, 2 Crown Corporation, the 
Bank of Canada, was created to do this is simply a mechanical convenience. 

There are some services to the community which, for sociological reasons, should 
be provided at a price too low to offer an adequate return upon the capital invested. 
Thus private enterprise, necessarily dedicated to the profit motive, would not enter 
such a field, and the Government is obliged to fill the gap—normally by means of a 














Crown Corporation. 





airlines and airports, the scantiness of passenger 
traffic, the high cost of freight, the indispensability 
of regular flights for carrying mail, and, most recent- 
ly, the enormous and soaring capital cost of airliners, 
all these make air transport a field where other fac- 
tors should take priority over profit. Hence govern- 
ments were virtually forced into the business, which 
is rightly regarded as a true public utility. 


The one outstanding exception is the U.S.A. 
And there a proliferation of competition between 
private operators, coupled with the cost of the factors 
mentioned above, caused the industry to earn last 
year only 14 of 1% on its capital, contrasted to the 
figure of 1014% accepted by the U.S.A. Civil Aeron- 
autics Board as ‘the measure of fair earnings” in the 
industry. 

With the growth of long-range air travel, an- 
other factor entered the picture. Every international 
flight must have a terminal, with passenger rights, in 
a foreign country—which normally demands recip- 
rocal rights. Thus there is international competition 
on nearly every flight linking two countries. This 
introduces the element of national prestige—another 
reason why airlines flying international routes should 
be state-owned. 


Our own government instrument in this field is 
Trans-Canada Air Lines, now celebrating its 25th 
birthday. The great expansion in air transport has of 
course come since World War II. In that period 
T.C.A. has enjoyed considerable government support, 
and has been subject to only one over-riding order. 
“Don’t get into the taxpayers’ pocket,” the late C. D. 
Howe, as the responsible Cabinet Minister, told 
T.C.A, president Gordon McGregor. 


In a class by itself, operating under circumstances of public service, economics, and 
national prestige, which call for special treatment, comes air transport. 

In the countries where private enterprise moved ito this field in the early days, a 
government instrument has nearly always had to take over or merge with those pioneers. 
The high technical requirements in maintenance and operation, the common use of 


And T.C.A. avoided losses for nine years in a 
row, up to 1960 when the huge cost of giant 127 
passenger jet airliners pushed it into the red. This was 
the price Canada paid for boasting the world’s first 
all-jet airline. 

By year’s end T.C.A. was serving 39 Canadian 
cities and flying into 6 U.S. cities, 3 British cities, 5 
countries in Europe, also Bermuda and 5 Caribbean 
Islands, on a total of 31,000 miles of air routes. 

Last year T.C.A. earned almost three times as 
much passenger revenue as the world’s largest rail- 
road, our own Canadian National Railways. It car- 
ried 3,500,000 passengers for more than two billion 
passenger-miles, without a single fatal accident; 
journeys totalling as many passenger-miles made by 
automobile along Canadian roads would have result- 
ed in 82 deaths and 2,254 persons injured. Long- 
distance motorists average perhaps 45 miles per hour, 
and, often, as they drive alone in big, hungry cars, 
their trip costs them as much as 20 cents a mile. Yet 
they could sleep, work, or relax in a T.C.A. airliner 
travelling at twelve times that speed for a cost of 334 
cents a mile at excursion rates. 

The price of an air ticket on our domestic routes 
is closely related to the cost of the service provided. 
But the price of travel on international routes is sub- 
ject to agreement between the cartel of all the nations 
flying such routes. T.C.A. has argued that fares on, 
for example, the plush trans-Atlantic routes should 
and could be reduced. The volume of traffic did not 
immediately expand sufficiently to fill the big new 
jets, and T.C.A. believes that lower fares would 
attract passengers to fill much more than the present 


Continued on page 254 


211 








ail 


Wa hl mM Z 


Hl fr 





bey 


Gaulle is France. 


This is’ at once his and France’s strength and 
weakness. His disappearance would create what Sir 
Wilmot Lewis once described as “Chaos, but not 
enough to create a world.” The politicians complain 
about his excessive powers, but they flinch at the 
thought of condemning them. The man in the street 
complains about the cost of living—as well he might! 
—but he blames it on the politicians. General de 
Gaulle, one of the most artful of politicians, has 
attained the goal dreamed of by all, attained by few: 
he is popularly held to be above politics, never to 
stoop to them. The right-wingers attack him— 
literally, in the case of the Army extremists; yet he is 
their chief bulwark against communism. The left- 
wingers grumble; they have the popular votes, but 
they know that de Gaulle has too. Politically astute 
observers believe he could still win a popular vote of 
70% or more. The general is well aware of where his 
support lies. He has been talking to the people, par- 
ticularly in the poorer parts of the country—first in 
the Massif Central, then in Corsica and the southwest. 
He has that magnetism possessed by Churchill and 
FDR. People love and trust him. 

He is the one man who can possibly resolve the 
Algerian emergency, which entered its eighth year 
November 1st. And this above all is what the French 
want, with the same insistance that the British wanted 
Churchill to win the war. The French are sick of the 
Algerian war, of the settlers, and of the Army dis- 
sidents, whom de Gaulle regards as an enemy more 
dangerous than the Arab rebels. The Secret Army 
Organization’s strength lies in Algeria, among a few 
upper-crust and general officers; its following does 
not extend beyond the paratroopers, and does not 
include all of them. The conscripts, who must expect 
to serve at least twelve of their twenty-seven months 
in Algeria, have no use either for the OAS or for the 
French Algerian settlers, whose arrogance they dislike 
and whose courage they question. The Sahara? One 
Frenchman put it to me like this: the West pays heavy 


oil royalties to raggle-taggle Bedawi like the Saudi — 


Arabians, why not to the Algerians, who have more 
claim to consideration? In short the Algerian question 
is soluble once the OAS has been crushed. De Gaulle 
is applying himself to this task with single-minded 
patience. 
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Washington Newsletter 


JAMES M. MINIFIE 


General Charles de Gaulle, the European Common Market, Algeria, and the Organ- 
ization for Economic Cooperation and Development: these are the four sides of the 
French trapezium—defined as a plane figure formed by four right lines of which no 
two are parallel. Any amount of discussion is possible as to which of the last three 
lines are the more important. There is no possible doubt about the first. President de 


The loss of Algeria has been made acceptable 
to the French by the extraordinary success of the 
European Common Market and the vista of still 
wider triumphs. 


The Six have had a wonderful year. Italy led. 
Germany was not far behind. But France too can 
produce figures for the first eight months of the year 
that show electric power production up 6.8%, steel 
5.2%, textiles 14%, basic chemicals 7%, cement 10%, 
electric machinery 8.4%, and so on. Automobiles, for 
various reason went against the trend. This year 17% 
fewer cars were produced. One of the reasons is the 
impact of foreign cars, chiefly Italian and German. 
This will increase as the ECM quota and tariff re- 
ductions go into effect. Coal, too, dropped 6%. But 
this was partly a reflection of the fantastic growth of 
French oil production. It shot up 93% to 11,900,000 
metric tons for the first eight months. Of this African 
wells accounted for 10,594,000 tons, of which 9,488,- 
000 tons came from the Sahara. This amounts to 
about one-half the current needs of French refineries. 
As a consequence of the increasing production of 
“franc petroleum,” imports dropped from 80% to 
65% of French needs. 

Wheat did not come up to estimates. But the 
vineyards are deliriously happy. This has been one of 
the rare wine years. Hot dry weather just at the right 
time raised the sugar content of the grapes. A week 
of rain followed by Indian summer filled them out 
and gave the final benediction. This will be a classic 
vintage, in no way harmed by relatively small quant- 
ities; it will fetch classic prices. These successive acts 
of God have encouraged the wine merchants to take 
a firmer stand against a distressing tendency of gov- 
ernment officals and temperance groups to announce 
publicly that wine is not very good for you. 

This deplorable attitude received official cog- 
nizance in 1954 when the then Premier Mendes- 
France allowed himself to be quoted to the effect that 
milk was not only potable, but also worth drinking. 
As in the case of phylloxera, salvation may come 
from America, where recent studies suggest that milk 
had best be confined to sucklings. French vintners 
are not up on this development yet, but they have 


Continued on page 254 
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Science breaks the ide ate 
for safe driving 


Ice on windshields presents Canadian motorists with a serious 
annual hazard to safe driving. But now there is no need to chip away 
blinding ice after every sleet or ice storm. You simply reach for ‘‘PRESTONE”’ 
Spray De-Icer—a remarkable new product from the laboratories that 
developed ‘“‘PRESTONE”’ Anti-Freeze. 


This dramatic chemical ice-remover, packaged in an aerosol 
container, offers an exclusive formula that not only melts ice on contact, but 
actually prevents it from forming for hours—even at below zero tempera- 
tures. And, it is harmless to car finishes! 


Union Carbide’s pioneering work has produced hundreds of 
other new and unusual chemicals that go into the making of fast-drying 
paints, wonder drugs, wrinkle-free textiles and a host of useful things. 


These are only a few examples of how modern chemistry helps 
make your life safer and more enjoyable. The people of Union Carbide will 
continue their search for new and better materials to meet the challenge 
of tomorrow. 


**Prestone’’, “Eveready” and ‘‘Union Carbide” are trade marks 


Union. Carbide Canada _ Limited, 
Toronto 12, Canada, and Divisions: 
BAKELITE DIVISION— 


CHEMICALS AND) PLASTICS 
DIVISION— Synthetic Organic 
Chemicals and Polyethylene; 
CONSUMER PRODUCTS 
DIVISION—“‘Eveready”’ and 
**Prestone’’ brand Products; 
LINDE GASES DIVISION— 
Industrial Gases, Welding and 
erg! . Apeeere: 2 METALS 
AND DIVISION— 
Fevtoaltoye, aot ane Alloys, 
Electrodes and Car 'roducts; 
VISKING DIVISION — Food 
Casings and Plastic Film. 
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ORGANIZATION CENTER ANALYSIS 





A leading management consultant describes an approach to the 
diagnosis and remedy of organizational problems. The effective- 
ness of this system for organization planning is, he says, that it 
strives to focus attention on the goals to be achieved by working 


with and through all key people in the company. 


In many corporations, the approach to organiza- 
tion has lagged behind advances in corporate plan- 
ning, financial control, and information gathering. 
When it comes to solving problems which involve 
organization and people, many managers act accord- 
ing to two extremes. They either regard themselves 
as “experts” and tackle reorganization by the “seat 
of their pants,” with slight indication of an orderly 
plan of attack, or they freeze into inaction, regarding 
reorganization as a process beyond their ken, possible 
only in the hands of an administrative practices 
expert. 


In earlier times there was little need for effec- 
tive, sensitive organizational adjustment. Product 
lines were simple and relatively homogeneous. Re- 
search and technological advances were slow, with 
years passing between the research done and the 
entrance of new products on the market. Effective 


‘ total competition was only regional in nature for 


most companies — rarely national and almost never 
international in scope. Organizations were simple, 
not complex. Now this has changed; today the accel- 
erated pace and complexity of business demands tight 
total managerial control. Corporate results, in the 
final analysis, are achieved only by the corporate 
organization—by people working harmoniously to- 
gether, by the realization that the contribution of the 
organization in total can be greater than that of the 
sum of its individual parts. The effective adjustment 
of the goals of a complex organization to rapidly 
changing conditions has, therefore, become a matter 
of necessity, certainly for growth, if not for corporate 
survival. 


There is no reason for companies to shy away 
from the job of analyzing and adjusting their own 
organization. Organizational problems can be diag- 
nosed and remedied by the application of a simple, 
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yet comprehensive, approach using what is, in part, 
an improved form of the well-known “description of 
key positions.” 


This technique, which I call Organization Center 
Analysis,’ helps a company to convert corporate plans 
into reality and thereby to obtain the highly moti- 
vated personnel necessary to achieve success. The 
basis of the effectiveness of this method is that it 
strives constantly to focus attention on the goals to 
be achieved, working with and through all key 
people in the company. 


REDUCING UNCERTAINTY 


Organizations cannot be adjusted to meet new 
goals successfully unless the company operates on 
the premise that men cannot do jobs well and hap- 
pily if they have no definite idea of just what their 
job is, if they do not know what is expected of them 
or what they must do to be personally “successful.” 
Theoretically, this is a well-established concept. 


Nevertheless, I have often found situations 
where large sums have been spent to describe every 
position of importance in the company. But, when I 
ask executives “What do you really do?” they will 
rummage through an overstuffed bottom drawer, 
come up with a manual, and pass it across the desk 
with some remark like ‘“This will tell you what I am 
supposed to do.” Then when I ask “Never mind 
what the manual says. What do you actually do?” 
the men grin self-consciously as if their secret had 
been found out. “If you really want to know,” they 
reply, “it would take me all day to tell you. And 
my story would not bear much resemblance to the 
description of my job in the manual.” 
1Organization Center Analysis—The study of organization by taking 


each man in each position in turn as 
the center. 
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In other cases I have asked subordinate managers 
to tell me on what basis they receive a raise. Too 
often, the answer is “I wish I knew!” And in answer 
to the question “How do you know whether or not 
you are doing a good job?” the answer comes back, 
half confused and half annoyed, “I do not have any 
idea and I have no way of finding out!” 


Organizational Center Analysis, or OCA, is an 
attempt to reduce the possibility of such situations 
occuring, and builds upon the present state of the 
art of organization planning. However, even the best 
developed OCA manual is ineffective (like any other 
corporate program) unless it is used by all levels of 
management and has the full support of the Chief 
Executive Officer. 


PREPARING FOR OCA 


Organization planning is, of course, not a guar- 
anteed cure-all for converting corporate plans into 
reality. However, some form of planning is neces- 
sary for success. Using the OCA method of organiza- 
tion planning, we combine a human approach to 
people with the stern necessities of administrative 
control. When the exact functions required to achieve 
the established goals of a corporation are carefully 
delineated and positions are matched to these func- 
tions so that there is no overelaboration® and no over- 
lapping of functional responsibility, then each mem- 
ber of the organization is given a clear mandate— 
even a challenge—to do his job well, provided each 
is well qualified for his task. He must, of course, be 
assured of rewards commensurate with the results he 
achieves. 


One of the underlying assumptions of the OCA 
technique, then, is that people, especially manage- 
ment personnel, are most effective when they have 
a demanding job before them, provided, of course, 
the job is suited to their abilities and interests, so that 
they can do really well if they work hard. People 
are not content when they are treated as nice fellows, 
incapable of thinking for themselves—who blindly 
have to follow some position description written ten 
years ago for some other individual with different 
education, temperament, and desires. These truths 
are recognized by many competent managers. Apply- 
ing them consistently in practice using simple work- 
able techniques is, of course, the real challenge. 


The OCA technique is composed of two basic 
steps: 


2Overelaboration—The over-expansion of an urganization in terms of 
numbers of people and functions; it implies the 
existence of an organization which is more grandi- 
ose and more extensive than necessary to achieve 
the stated objectives. 
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1) Top management sets realistic goals by determining 
definite operating objectives to be achieved by the 
company during the next five to ten years. These 
operating objectives will, of course, have been 
considered with respect to the past performance 
of the company to determine how realistic they 
are and how capable they are of achievement. Once 
these goals are set, the specific functions the 
organization will be required to perform can be 
delineated. 


2) Next, management establishes the organizational 
Structure and the manpower required to perform 
the functions decided upon at each stage of the 
corporate plan. At this point, the present per- 
sonnel of the company are interviewed and evalu- 
ated to see how they may best fit into the pro- 
posed organizational structure. This is done in 
terms of the specific manpower requirements 
(qualitative as well as quantitative) developed for 
each position. 


Now the plan can be put into action and adjust- 
ments made in the light of actual performance. Inter- 
views with key personnel will, of course, pinpoint 
Organization problems and suggest approaches to 
their solutions in the light of corporate plans. Never- 
theless, organizations are not static, but dynamic; 
thus the functions and staffing of the organization 
must be periodically reviewed in the light of adjust- 
ments in objectives and changing conditions, so that 
the existing organization is always the best organiza- 
tion that can be developed for the task at hand. 


SETTING REALISTIC GOALS 


Just what specific goals, other than increased 
profitability, a company may set depends of course 
upon the particular situation that confronts each 
enterprise. Therefore, it is difficult to speculate upon 
all the possible goals that a company might set. 


There is, however, one fact that a company 
might recognize as it sets its sights. This fact is that 
certain elements which bear on the successful con- 
version of plans into reality are controllable to a 
large extent, while other components are difficult to 
manage. Among the more readily controllable ele- 
ments are such items as these: 


— All systems and procedures in use; 

— Organization directives and manuals; 

— Manuals of corporate philosophy and policy; 
— Administrative procedures manuals; 

— Employee compensation and benefits; 


- Techniques of long-range planning for sales 
and profits; 
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— The morale and attitude of company people, 
both as a whole and as members of different 
formal and informal groups within the com- 


pany; 
— Social and extracurricular relations to the ex- 
tent that they affect organization behaviour; 


— Actual cooperative and coordinative relation- 
ships existing within the company. 


It is not enough to recognize that some elements 
of successful operations are more readily controllable 
than others.’ The very elements which are subject to 
reasonable controls set the limits within which the 
second, more difficult to control, elements take place. 
Thus, when management fails to express clearly and 
consistently the corporate will through the more con- 
trollable elements, it cannot fail to have trouble 
arising from the less controllable elements. 


The first step of Organization Center Analysis 
provides a valuable beginning toward the effective 
meeting of this challenge. Realistic corporate goals 
are set. The specific functions the organization will 
be required to perform to meet these goals are de- 
cided upon, and the human resources needed to 
perform these specific functions are established. 


At the culmination of this first stage in the OCA 
technique, it is often wise to prepare charts to define 


the inter-relationships among the basic positions that. 


compose the structure, or framework, of the reorgan- 
ized company. These charts can be prepared basically 
.as an outline of functions, without any specific refer- 
ence to the required positions. This affords a check 
that all functions essential for the conduct of the 
corporation’s business have been established. Such 
organization charts have been in use for many years. 
However, one addition is sometimes helpful. Each 
chart should state clearly in a very conspicuous place 
the general and specific objectives of the part of the 
organization shown—objectives now, and in future. 
In this way, the arrangement of functions can be 
studied to make certain that the organization pattern 
conforms-to the needs of the company. (Exhibit I) 


ESTABLISHING AN ORGANIZATION STRUCTURE 
THE OCA INTERVIEW 

If an effective organization is to be established 
then it must be transferred from this blueprint stage 
to the reality of a living, acting enterprise. To do 
this, position and man descriptions must take over 
where the charts end. These descriptions must per- 
tain to real people—people already within the organi- 
zation, as well as those with needed skills who 
must be hired. These descriptions, furthermore, 
must precisely delineate the exact functions to be per- 
formed by the persons holding individual positions. 
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While many authors have made this statement, few 
companies do this work with a method as concise 
as OCA.* 


Businesses are not run by “the book.” Thus, if 


you begin the job of examining the organization by 
turning to an organization manual, you may, in many 
companies, be starting unrealistically. But when you 
go to the key man—rather than to the manual—you 
get the current facts, the truth about how affairs 
actually are conducted within the company. By con- 
sidering each key man and his position in turn, by 
encouraging him to talk about his work, his authority, 
his relationships with others in the company—all as 
if he were the true center of the entire company’s 
activities (which to him he s)—you can soon con- 
struct a remarkably accurate description of the total 
organization. In effect, you now see the company 
not from the outside in, but from the inside out—a 
view that few top managers ever really achieve. 


If an effective organization is to be evolved, it 
is important that the individuals concerned have a 
full understanding of the organization as well as the 
functions and responsibilities of the positions which 
they either fill, or with which they come into contact. 
Briefly speaking, the position description form should 
follow the format shown in Exhibit II. This de- 
scription should tell the individual the following 
things: 

i) Core Function: The heart and “guts” of the 
job to be accomplished—not the “‘petty” de- 
tails of duties. 

ii) Authority: The extent and limitations of 
authority — power over people — money and 
physical assets—power to get the job done. 

iii) Accountability: Communications upward for 
executive control — the specific means by 
which this position reports to the immediate 
superior and how well the function is being 


performed. 
iv) Lateral Relationships: The minimum basic 
cooperation and team work required — the 


relations with positions other than those 
-shown as directly connected on the Organiza- 
tional Chart—the relationships that are neces- 
sary for the effective fulfillment of the indi- 
cated function. 

v) Standard of Performance: The part of the 
corporate objective that must be achieved in 
that specific position—the measure of a job 
well done—the basis on which the perform- 
ance of the man filling the position will be 
judged—the basis of, remuneration. 


3See sample position description and diversity of format, Bennet, 
C. L., Research Study No. 33, “Defining the Manager’s Job.” 
American Management Association, New York, 1958. 
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ORGANIZATION CENTER ANALYSIS FORM EXHIBIT II 
Company: Jones Co. Inc. Department: Controller Incumbent: H. Lockland 
Division: | No, 2—Administration Title: Controller Immediate Supervisor: President 


Core Function (A summary) 
The development, operation and full utilization of an effective system of continuous cost controls throughout 


the corporation. 

To render advice and recommendations concerning overall corporate objectives, policies and plans, insofar 
as cost control activities are concerned. The coordination, collection and dissemination of all information relat- 
ing to cost control in all departments of the company. 

Authority (Extent and limitations over people, money and physical assets). 

In the discharge of corporate duties 
1. Authority to assemble the annual corporate financial plans — sales and revenue budgets, all expense budgets 
and profit objectives; also capital sa ponerse forecast as it relates to outlays for plant and equipment. 
2. Authority to review all proposed capital expenditures. 
3. Authority to check on and review financial performance according to plan including verifications of pro- 
jected savings due to capital or other extraordinary expenditures. 

All the above for review and approval by the President. 

4. Unilateral authority to approve or disapprove non-budgeted department requests for items of over $500.00 
up to and including $2,000.00 per item. 

In the management of his department 
1. Authority to engage, discharge, discipline and alter departmental organization except for the two assistant 
controllers limited only by published policies, administrative procedures and Presidential directives and provided 
personnel budget is not exceeded by more than 10%. 
2. Authority to requisition from either purchasing or central office manager: office space, furniture, equip- 
ment, data processing time and supplies within annual approved budget and up to 10% in total for all items 
in excess of this budget. 

All other actions require the prior approval of the President. All non-budgeted expenditures for all items— 
personnel, supplies, etc., must be reported in writing monthly to the President. 


Accountability (Methods of reporting) 

Through semi-monthly written reports to the President covering the operation of the department. 

Oral ee 4a to the President as required. 

Through the various financial control documents, prepared by his department for the president and key 
executives, including the yearly budget, actual performance to budget and variances to manufacturing standards. 


Lateral Relationships with 

Treasurer: Assists in coordinating efforts of external auditors. Coordinates preparation of yearly budget. Secretary 
of Pricing Committee. 

All Departments: Receipt of information and coordination leading to the preparation of the yearly budget, and 
implementation of department review of performance to budgeted figures throughout the year. Executive co- 
ordination to provide effective control over departmental cost and efficiency. 

Operations Manager: Cooperate in the establishment of manufacturing standards and in the reporting of variances. 
President: Provide summary information which reflects departmental performance and suggest courses of remedial 
action as and when required. 

Standards of Performance 

The timeliness, effectiveness and accuracy of financial control reports supplied to management as a basis for 
management decisions. , 

The actual savings experienced through implementation of plans and procedures for cost reduction. 

Operation ofthe department within the budget allowed. 

Effective twelve month planning and control of all operations. 

Effective control over all capital and non-budgeted expendiutres. 

Good human relations within the company in the discharge of the controllership function, 

Details of Functions 

Preparation of the budget and monthly comparative reports throughout the year. 

Maintains overall review of cost reporting systems and related policies and procedures and advises manage- 
ment on proper use and utilization of same, including direct labour, indirect labour, departmental operations in 
terms of cost as well as sales, and cost and revenue. 

Man Specifications 

Age: 28-45. Education: MBA in Finance and Control or C.P.A. in management services with industrial engin- 
eering degree helpful. ; 

Desired Experience: Minimum 3-5 years cost control experience metal fabrication industry, with proven capacity 

to work effectively to control costs. Two years proven administrative ability as controller or cost control supervisor. 

Required Personality: Highly analytical with good human relations skill in working effectively with a variety of 

executives and lower level personnel. 
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vi) Details of Functions: An elaboration and ex- 
pansion of the Core Function—specific state- 
ments as to the exact duties the position 
should and does perform. 


vii) Man Specifications: A factual description of 
a man at work—hopefully, a man who can 
and will achieve his part of the corporate 
goal — factual information of a historical 
nature dealing with the actual (or desired) 
age, education, experience, and personality of 
the man who fills (or is to be sought to fill) 
the position. 


An OCA position description, when perceived 
and written with insight, offers an easily understood 
analysis of the position, the qualifications required 
to fill it, and the performance standard to be achiev- 
ed. Position by position, OCA will indicate quite 
clearly whether or not each job has been defined 
sensibly and manned properly so that corporate 
objectives will have a good probability of being 
achieved. 


Taken in total, these realistic OCA position de- 
scriptions perform, as well, a thorough audit of the 
actual personnel needs of the corporation. Further- 
more, in the OCA technique, while present personnel 
can usually be retained, the ultimate selection pro- 
cess is that of finding personnel to fulfill the needs 
of the enterprise from within and outside, rather than 
the opposite course of fitting the organization to 
available personnel. 


DEFINING CORE FUNCTIONS 


The interviewing is structured to the extent only 
that if follows the general categories of the OCA 
guide form shown in Exhibit II. The first area of 
questioning, then, deals with the core function and 
has three essential purposes. Specifically, it attempts 
to: 

a) Determine whether each key person has 

a recognition that there are one, two, or 
three parts of his job that are considerably 
more important than others, and whether or 


not his attention is focused on the main job 


to be done in his particular position; 


b) Discover whether the organization itself re- 
cognizes that in order to reach its overall 
goals, it must break its work down into core 
functions and then communicate to each 
man exactly what is the essential heart of his 
duties; 

c) Take an overview of the findings of the 
interviews and other investigations, discover 
and reconcile discrepancies between what 
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individuals think they should be doing and 
‘what they actually are doing and, further- 
more, what the goals of the enterprise indi- 
cate as being necessary for them to do. 


The OCA method of striking to the core of key 
individual’s functions eliminates the more buckshot 
methods of many conventional position descriptions. 
A detailed list of duties, alone, usually fails to get 
right to the “guts” of a job. Listing how individuals 
should perform a thousand details of their job only 
blurs the focus, which should be sharply upon the 
true essentials. 


In cases where the answers to the organization 
problems of a company are not obvious, it is useful 
to go to each boss-subordinate team and get each to 
write a description of his own job as well as that of 
his associate’s. The descriptions can be exchanged 
between the men who then meet and reconcile 
discrepancies, with the analyst acting as mediator. 
Once they have decided upon realistic core function 


descriptions, the results go to top management to see 


how adequately these descriptions conform to the 
overall requirements of the positions they fill. 


Later in the process, duties other than core func- 
tions are established and included in the Details of 
Functions section of the OCA position form in 
Exhibit II. Notice that these details are separated 
physically on the form so that there can be no con- 
fusion of them with core functions. 


ESTABLISHING AUTHORITY 


There is, of course, no real authority implied by 
the establishment of exact core functions, just as there 
is no real authority implied by.the title a man has. 
You can know the core function of a specific job 
without having so much as a clue as to the real 
authority that can be exercised by the holder of that 
job. For example: 


The Managing Director of a company is 
told that his core functior is to make a profit. 
Pursuant to this, he goes out and hires five 
people who he feels are necessary to the com- 
pany. At the next board meeting, one of the 
directors asks him, ‘““What are you doing hiring 
five people? Who do you think you are?” “I 
am the Managing Director,” the man answers. 
“Well, do not kid yourself about that,” the 
answer comes back, ‘You are not going to hire 
five people around here without authority from 
the board!” 


Only when you say in specific terms to a man 
that he may hire people at such and such salary 
levels and in these numbers and under these specific 
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ExuisiT III 
CONTROLLER 
General Responsibilities 
The Controller is the chief accounting officer of the Company and reports to the Board of 
Directors, but, in the ordinary conduct of the Company’s business, he is under the supervision of the 
President through the Senior Vice-President-Finance. 


The Controller has responsibility for establishing the accounting principles, practices, and 
procedures to be followed by the Division and Subsidiary Controllers, and they are responsible to 
him for carrying these out. They are also responsible for consulting with him on any aspects of 
their activities in which his guidance is needed and for keeping him advised on pertinent matters. 
In addition to his responsibility for maintaining all accounting records, the Controller's duties 
include the development, analysis, and interpretation of statistical and accounting information to 
appraise operating results in terms of costs, budgets, policies of operations, trends, and increased 
profit possibilities. 


Specific Duties 

1. Organization Development. Develop and direct his supporting organization; and establish the 
duties and responsibilities for positions reporting directly to him. See that properly qualified 
men occupy the positions of Division and Subsidiary Controller. 


2. Records, Accounting Policy, and Standard Practice. See that adequate accounting records are 
maintained of all assets, liabilities, and transactions of the Company; see that suitable systems 
are followed in compilation of product, manufacturing, distribution, and administrative costs; 
initiate, prepare, and issue standard practices relating to accounting policies and cost proced- 
ures; and exercise necessary functional authority to see that the policies and procedures are 
followed. Properly record financial transactions covered by minutes of the meetings of the 
Board of Directors. 


3. Financial Reports and Appraisals. Prepare and interpret financial statements, cost data, and 
management control reports of the Company. In cooperation with the Senior Vice-President- 
Finance, assist other executives in appraising their activities in terms of financial results, point- 
ing out significant trends in operations as indicated by analysis of the reports; and assist the 
executives in determining future policies based on applying sound business judgment to the 
conclusions deduced from such facts. Be sure that controls are adequate and current so that 
corrective action can be taken where necessary at the earliest possible moment. 


4. Internal Auditing. Approve procedures for and direct a continuing internal auditing program. 


5. Public Accountants. Cooperate with public accountants appointed as auditors in the execution 
of their program of independent auditing. 


6. Inventories, Cash and Property. Establish or approve procedures and methods for taking and 
costing of all inventories. Review and approve procedures for handling cash and property so 
as to protect the Company from loss through negligence or dishonesty. 


7. Appropriations and Budgets. Maintain adequate records of authorized appropriations, and 
check against the appropriations the sums expended pursuant thereto. As budget direction, in 
conjunction with other officers and department heads, review and approve budgets covering 
all divisions and activities of the Company. 


8. Payroll Tax. Prepare and file payroll tax returns. 

9. Office Methods and Systems. Coordinate clerical and office methods, records, reports, and pro- 
cedures throughout the Company and its subsidiaries, and arrange for the development of 
standards for office and clerical activities, forms, equipment, and supplies for use throughout 
the Company. Develop clerical cost programs to insure that accounting and related records are 
maintained at lowest possible expense to the Company and its subsidiaries. 


Source: Bennet, C. L. Research Study No. 33. 
Defining the Manager's Job, American Management Association, New York, 1958, page 186. 
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circumstances, subject to these exact limitations—only 
then, do you define authority in any real sense. If a 
man is told his responsibility is for buying machinery, 
when what is really meant is that he can buy machin- 
ery for routine current operations up to $500 per 
machine, trouble is literally invited. And if you tell 
the treasurer that his responsibility includes invest- 
ing the company’s funds, how can he or anyone else 
know what this means? How much better it would 
be, for example, if the treasurer knew that he was 
authorized to invest up to $100,000 in certain pre- 
approved stocks, or in any stock listed on the New 
York Stock Exchange. 


There is no organizational system that can be 
made to work that does not define the authority that 
each key man may exercise. If authority is not de- 
fined, limited, and understood, it is almost axiomatic 
that each man will grab authority in direct propor- 
tion to the aggressiveness of his own personality. 
And that, in any man’s book, is poor organization.. 


SETTING ACCOUNTABILITY 

Establishing the limits of authority is essentially 
a communication from top to bottom. The setting 
of accountability requirements prepares for effective 
communication from the bottom to the top. On one 
hand, the corporation delegates specific powers, and, 
on the other, it completes the communication picture 
by effective reporting on how well this power has 
been used to achieve corporate objectives. 


Little should be left to speculation. If it is 
thought desirable for a subordinate manager to sub- 
mit weekly written reports on his performance, in- 
structions to this effect should be included in the 
OCA position guide that is given to the man. The 
necessity for this is so obvious that I will not beilabour 
the point. Unless subordinates report to those re- 
sponsible for their performance on how affairs are 
going and what problems loom in the coming weeks, 
the company will be operating much like a blind man 
trying to catch fly balls. On the other hand, men are 
not mindreaders in that they can anticipate their 
superior’s reporting desires without specific state- 
ments as to what they are. 


CLARIFYING LATERAL RELATIONS 

Many organization systems leave cooperation and 
teamwork to chance, except to assign the responsi- 
bility for them to the President. However, in most 
companies, coordination and teamwork cannot be left 
to one person. They are everybody’s job. What re- 
lationship, for example, should exist between Sales 
and Manufacturing? What responsibility does the 
controller’s department have for supplying helpful 
accounting information to all other departments ? 
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Failure to define lateral relationships can lead 
to familiar situations of the type where the sales man- 
ager and the production manager are at loggerheads 
over production scheduling. In many companies, such 
unpleasantries can be avoided merely by making it 
perfectly clear to both men (in writing) that their 
functions are not autonomous, that they fit equally 
into the overall pattern of the company’s operations. 


In general, when relationships between depart- 
ments are less smooth than desirable, it is—at least 
in part—that the company has failed to define the 
minimum relationships that must be maintained be- 
tween any given position and any other position out- 
side the ordinary lines of authority. 


Much has been written about “informal organi- 
zation.” But I do not believe that an informal organi- 
zation that is at odds with the carefully designed 
organization can exist if top management has done 
a truly effective job of organizing the company. 
Obviously, there is no need for an informal organiza- 
tion to get jobs done if the formal organization 
realistically defines jobs. Employees evolve their own 
relationship separate and at odds with the formal 
organization when they do not really know what is 
expected of them, when they are frustrated and un- 
happy, and when they cannot see their jobs in rela- 
tion to the overall functions of the organization. And 
once these complex informal work groups are form- 
ed, they seem to grow ever more anti-management 
in attitude and increasingly more difficult to 


break up. 


Since these informal organizations are created 
when top management of people is neglected, a good 
organizational plan will instruct specifically all key 
personnel that part of their job is to cooperate with 
one another vertically as well as laterally and that 
they have a responsibility for initiating and being 
receptive to cooperation. 


Thus, coordination cannot be made the sole re- 
sponsibility of the chief executive officer; there must 
be coordination all up and down the line. The OCA 
technique pointedly designs into the system the mini- 
mum lateral relationships necessary for the effective 
performance of the organization’s functions. How- 
ever, this does not mean that there cannot be co- 
operation between departments in other ways. 


SETTING PERFORMANCE STANDARDS 


OCA does not offer any new ways of setting 
performance standards. But, it does make sure that 
standards are set in definite terms and that each 
person is aware of the performance basis on which 
he will be judged. Only in this way can corporate 
plans be converted into reality. The OCA perform- 
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ance standards. are realistic since both management 
and the individual have worked together in establish- 
ing the standards. The key point, which is made 
here, is that in all too few companies is there a fully 
integrated scheme for: 


1. Breaking down corporate objectives into man- 
sized chunks; 


Establishing individual performance standards; 
3. Gaining acceptance of performance standards; 


Establishing wage, salary, and employee bene- 
fit structures; 


5. Appraising performance at regular intervals. 


All these things are basically two items, and only 
two—opposite sides of the same coin: 


1. Defining a realistic goal to be achieved; 


2. Rewarding, or taking remedial steps on the 
basis of actual performance — promptly and 
predictably. 


MAN SPECIFICATIONS 


In the OCA process, setting man specifications 
emphasizes the formal qualifications of an individual 
as evidenced by his education, age, and work experi- 
ence, particularly the actual results he has achieved 
in the past in divers work situations. Only in the 
case of personality need psychology eneter in, and 
then only in the most obvious sense: Does this man’s 
past life indicate to his associates and to himself that 
he is most happy poring over rows of figures? Or 
is it obvious that he is the outgoing type of person 
who likes meeting and talking with people? But 
even so, OCA analysis refuses to label men in black 
and white terms, but rather recognizes that people 
are complex and attempts only an approximate esti- 
mation of individual personalities and capacities. 


As for the rest of a man’s qualifications, who can 
argue whether a man is young or old? Or whether 
he has a master’s degree in mechanical engineering 
from an excellent university? Or whether he has suc- 
cessfully held down the job of assistant sales manager 
in a leading company? These are facts. 


One might, I think, offer a valid argument that 
large companies (since individuals tend to get lost in 
the crowd) place perhaps too much emphasis on 
formal qualifications. But it is better to hang one’s 
evaluational hat on something tangible like educa- 
tion and experience, than on intangibles alone like 
“T like the cut of his jib” or “I knew his mother well.” 
Besides, today’s business operations are becoming so 
complex and sophisticated that, if a man does not 


have a certain basic background, it becomes difficult 
for him to absorb them—as he might have years ago 
—that is, unless he is a genius, and, if he is even 
nearly so, the fact stands out so much that there is 
no problem in evaluating him anyway. 


MEETING CHANGED NEEDS 

If an organization becomes married to its exist- 
ing people as the sole means of achieving its objec- 
tives for all time, it is heading for trouble, if not 
already in it. You hire an employee at a certain point 
in time to meet a certain need. It is unrealistic to 
expect that ten years from now that this employee 
will have grown at the identical rate as the company’s 
needs for particular new skills. Thus, man power 
needs must be re-evaluated periodically (preferably 
once a year). 


Evaluating the needs by the OCA technique 
leads to an audit, not only of the man power pres- 
ently available within the organization, but of the 
hiring policies that have been followed in the past. 
The type of people a company has accumulated sup- 
plies the yardstick by which one can measure the 
effectiveness of past hiring policies. For example, 
take a highly technical company that has a predomi- 
nance of technicians in managerial positions in such 
numbers that the technical functions are well cov- 
ered, but with some managerial functions being per- 
formed quite poorly, or a situation where salesmen 
are running the company so that in certain positions 
where technical qualifications are necessary, the need 
for these qualifications goes unrecognized, or a com- 
pany where an ex-manufacturing man is running 
things. Here, sales may not be getting the proper 
emphasis; he may not recognize or even know that 
market research exists, or, if he does know, he may 
not have thought about its use to solve his company’s 
problems. In cases like these, OCA analysis of the 
man power situation may pinpoint the need for addi- 
tional skills or for increased emphasis on certain 
neglected functions. 


An equally common use of OCA man power 
audit is to find replacements for retired or otherwise 
departed personnel. The company says to itself 
“Whom do we have who fits these man specifica- 
tions?” Three or four may be found sitting in the 
sieve after the panning operation is completed (there 
may, of course, be none). Each is interviewed; per- 
haps one seems to be highly desirable — almost too 
big for the job as a matter of fact. If this is so, then 
there is no reason why OCA cannot be used to make 
the vacated job bigger. New man specifications, 
larger core functions, increased authority, and stiffer, 
more comprehensive standards of performance put 
the job up to the new man’s mettle. 
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INTERVIEWING PERSONNEL 


The interview process can be used to describe the present working organization with all its 
strengths and weaknesses: What takes place in the interview process is essentially an experience of 
self-analysis for the present members of the organization. Carefully selected and thoroughly briefed 
interviewers talk with each key man, asking him questions as to how he perceives his job, how he 
performs it, and how he feels the job could be performed better. The man is pointedly assured 
that he may speak freely to the interviewer, that what he say of a personal nature will be kept pri- 
vate, and that the object of the inquiry is purely that of improving the conditions under which he 
works. Moreover, each man is made to feel as if he were, at least for the time of the interview, the 
very center of the entire organization. To him, his job is the center of his working existence. 


Information obtained is entered on the OCA form; the general headings on this form are 
shown in Exhibit II. Then, what the man has revealed about his job and how he performs his work 
(as well as how he would like to perform it) are measured against the less subjective scale of Man 
Specifications on desirable age, education, personality, and experience. 


PEOPLE ARE HONEST 


Initially, when OCA is used, the interviewer learns, perhaps to his surprise, that there is 
seldom any lack of conformity between how a man perceives and performs his job and his own quali- 
fications, limitations, and strengths. He can do less than he is capable of doing, but as an indi- 
vidual, alone he can do no more, Conversely, in a well organized company, the production of a 
group of men can exceed the sum of their individual capacities. 


One might wonder if there is a discrepancy between what a man thinks he is doing, between 
his self-image, and the way he actually performs his work. In cases of abnormal personalities, such 
as we find in sanitoriums and textbooks, there might well be such a discrepancy, but in daily life 
people see themselves quite clearly. Most people are honest and have very few opportunities to 
talk about themselves and their work. They are naturally interested in themselves and their work. 
People are frustrated more often by a lack of opportunity to express their views about their jobs 
and the company than by the actual demands made upon them by the company. The interview pro- 
cess, in effect, turns on a relief valve, which often is difficult to turn off. 


Many of us who have had too few psychology courses, or who do not understand people, 
become imbued with the notion that no one faces up to the truth of his own inadequacies. In a way 
this is true. People do not talk about their inadequacies if they can avoid it, but they will tell you 
honestly what they actually do. True, they do not evaluate what they say, but that is the function 
of the interviewer anyway. 


An interviewer begins by asking a man ‘““What authority do you have?’ The man replies, 
“You know how it is around here” and sits silently. The interviewer pursues the lead, “No, I do 
not know how it is around here. How is it?” Then the man begins to open up, “Well, you know 
that old s.o.b. we work for—he makes all the decisions. We do not get a chance.” The man goes 
on pouring his heart out to the interviewer—not drawing conclusions, but telling the facts of his 
job as he sees them. The interviewer notes on the form “Authority Delegated—None” and properly 
concludes, if he hears a similar story from other key men he interviews, that this is an organization 
of clerks. 
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In cases where the company is unlucky enough 
to have difficulty in finding a replacement, the oppo- 
site process can be gone through. The job can be 
divided in half and given to two men, who together 
possess the capabilities of the former incumbent. 


CONCLUSION 


The Organization Center Analysis technique thus 
is for management both a diagnostic tool and, if re- 
applied regularly, a continuing remedy for many 
organizational ills. Its uniqueness derives from its 
ability to define the minimum, essential factors neces- 
sary for completely communicating the will of top 
management to the entire organization. But this com- 
munication is by no means uilateral; the needs and 
wants of key personnel are taken into consideration. 
The demands made by the enterprise as it strives to 
reach its goals are blended smoothly with the de- 
mands of individuals for recognition, for certainty in 
their daily work. It shines light where often light is 
missing. 


In its diagnostic function, OCA pinpoints causes 
of friction between departments and reasons for un- 
usual achievements and successes; falling sales, qual- 
ity dropoffs and high employee turnover, to the 
extent that they are caused organizationally, can 
sometimes be explained and a remedy suggested. 
OCA is a scheme that enables top management to get 
a view of how the company looks from the inside, to 
the eyes of employees who, for the first time perhaps, 
have been invited to tell how the organization looks 
to them from the center of their personal vortices of 
experience. It enables the company to reorganize its 
functions on the basis of this “inside” picture, to 


Two recent arbitration awards dealing with an 
employer's right to retire an employee have been 
handed down. 


The first dealt with a Company which was intro- 
ducing a pension plan with retirement age of 70. 
The arbitrator was asked to decide whether this con- 
travened the master agreement. It was argued by the 
Union that the employer must show cause for dis- 
charge. The award, which was based on decisions of 
the Supreme Court of Canada and the Ontario Court 
of Appeal, was that age, as determined unilaterally by 
management, is proper cause for dismissal. 


The second case dealt with the retirement of an 
employee at age 65. This employee had voluntarily 
joined a pension plan several years previously. The 
arguments advanced by the union were: 


1. that the discharge was not ‘for proper cause,” 





ARBITRATION AWARDS ON RETIREMENT RIGHTS 


recognize problems caused by management's failures 
to communicate effectively just what the company’s 
goals and plans are and how each man is expected to 
contribute toward their achievement and realization. 


Perhaps the most potent reason for worrying 
about organization amounts to the same reason why 
each of us would worry about whether our family is 
a happy one. If we go home each night with an 
uncomfortable feeling that something is wrong, some- 
thing we cannot quite put our finger on, then life 
to this extent is less worth living. So it is with the 
top executive who senses administrative discord and 
knows that the company’s sources of power are being 
short-circuited somewhere and somehow. 


The OCA technique insists that one way to 
create a happy and successful corporate climate is to 
demand of each key man the best that is in him and 
to arrange all tasks so that everyone is doing the 
work that suits his particular abilities. 


This is the real challenge, the giving of the best 
that is in us and the luck of being in the right job 
to enable us to do so. And, certainly, a large part 
of a company’s success comes from having it known 
that it offers an environment that makes realistic 
demands upon people and rewards, in turn, on the 
basis of predictable, stated performance standards, 
Such a company soon will attract the type of per- 
sonnel who thrive on such a challenge and who, in 
fact, are searching for just such companies. It has 
little appeal for complacent people who are easily 
satisfied and wish to exert only the minimum effort. 
Only in this way can we have the best success in 
converting corporate plans into reality. 





2. that the Company could not set a retirement 
age without discussing it with the Union, 


3. that the Company by setting a retirement age 
changed the collective agreement and 

4. that the Company by setting a retirement age 
could use it to circumvent seniority provisions. 


The Company’s arguments were: 


1. that retirement is different from discharge 
and 


2. that the employee by voluntarily joining the 
pension plan agreed to retirement at 65. 


The arbitration board decided that the employee 
“was not dismissed, but lawfully retired pursuant to 
contract or on adequate notice.” 


—Canadian Actuary Bulletin, November 1961 
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Canada’s Uranium Industry: 


A Crisis of Survival 


Atomic energy will play only a moderate role in the next decade 
or two, says Professor Hunter. In this article he discusses some 
of the principle factors governing the speed with which atomic 
energy will supplement and replace the conventional sources of 


power. 


Uranium is the raw material of the atomic age. 
Nature has endowed Canada with plentiful supplies 
of this key mineral. The history of the exploitation 
of these valuable resources is characterized by cer- 
tain features that make uranium mining a unique 
industry, one that commands our attention, both for 
its inherent interest and for the problems that it 
presents. 


The industry was created by the state. Its ex- 
plosive growth was governed by the urgency that 
compelled a rapid build up of strategic stockpiles. 
Its construction affected the structure of the econ- 
omy as measured by the discovery of huge ore 
deposits, the mobilization of large amounts of capital 
and of manpower, and the evolution of a new tech- 
nology: its operations affected the performance of 
the economy in terms of the contribution of uranium 
to the national product and its importance in pro- 
viding employment and earning foreign exchange. 


Today, the uranium industry is facing a crisis of 
survival. A shrinkage of markets has produced severe 
imbalance between supply and demand. The present 
difficulties raise many important issues: the future role 
of government in the industry; improving the com- 
petitive position of Canada’s mines through sales 
promotion and increased efficiency; broadening the 
market for uranium by the discovery of non-nuclear 
uses; raising the demand for uranium as modern science 
reduces the costs of nuclear-generated electricity. 


It was of course the brilliant advance of atomic 
science that underlay the spectacular development of 
uranium mining. By 1939 scientists had shown the 
theoretical possibility of so arranging uranium as to 
cause an energy-creating chain reaction. Research 
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was then directed towards inventing a reactor to 
achieve this in practice. Success in this venture came 
at the end of 1942 when Enrico Fermi released and 
controlled for the first time the “primordial energy 
of the cosmos.” The atomic age was born. Work on 
reactors during the war aimed at the production of 
plutonium for use in military weapons; later it 
formed the basis of research efforts to produce com- 
mercial atomic power for peaceful uses. 


Post-W/AR DEVELOPMENT 


The mining of radioactive ores in Canada goes 
back to 1932 when the Port Radium mine of Eldo- 
rado Gold Mining Company began operations. In 
1933 a refinery for producing radium was completed 
at Port Hope. The mine also contained copper, 
silver, cobalt, and uranium. There was no market 
for uranium, there being no uses for it. 


This situation underwent a sudden and dramatic 
change following the decision by Great Britain and 
the United States to attempt to build an atomic 
bomb. Overnight, Eldorado found itself in posses- 
sion of a vital war material. Besides having the most 
important and most readily available source of 
uranium, it also had the only. plant on the continent 
capable of refining it. At the urgent request of the 
Dominion Government, Eldorado in 1942 commenc- 
ed production of uranium for the Manhattan Pro- 
ject. 


Two years later the enterprise was nationalized 
and complete government monopoly introduced. 
Security factors prompted this change. From 1944 
to 1948 Eldorado, now a Crown corporation, had 
sole responsibility for increasing the output of 
uranium and for finding new deposits. 
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Meanwhile international relations had deterior- 
ated soon after the end of the war. With the advent 
of the “cold war” the United States enlarged its 
atomic bomb programme. For its strategic stockpiles 
it required much larger quantities of uranium than 
had hitherto been forthcoming. A radical change 
was therefore made in Canadian government policy 
in 1948 when the mining industry was invited to 
prospect for uranium and to stake claims. This de- 
cision to encourage the growth of a private sector 
was based on the assumption that it would lead to 
a broader exploration programme and an increase in 
the rate of mine development. As an incentive the 
federal government, through its agent Eldorado, 
undertook to buy all uranium-bearing ores and con- 
centrates, of a certain grade, offered to it by Cana- 
dian mines for a five-year period at $2.75 per pound of 
oxide. By subsequent amendments the guarantee 
period was extended to 1962 and the price raised to 
$7.25 per pound. This published price schedule served 
the purpose of enabling prospectors to estimate the 
value of deposits, but no uranium was ever bought 
under it. 


At this time the Beaverlodge area of northern 
Saskatchewan was the centre of exploration activity. 
In 1949 Eldorado located a good deposit there and 
brought it to production in 1953. In the interval, 
government spokesmen were lamenting the lack of 
success experienced by Canada as compared with the 
United States and South Africa. It was not until 
1952 that the first major ore-body, that of Gunnar 
at Beaverlodge, was discovered by a privately owned 
firm. Up to that time, therefore, results had been 
disappointing. But from then on events moved very 
tapidly, and by 1954 extremely large deposits had 
been found in Blind River, northern Ontario, and 
more modest resources at Bancroft, eastern Ontario, 
assuring that Canada would be one of the world’s 
most important sources of uranium. 


None of these ore-bodies could compare in rich- 
ness with the pitchblende of Port Radium. Research 
had already shown the impossibility of making a 
satisfactory concentrate out of low grade ore without 
the aid of chemical leaching, a technique that called 
for a large investment in plant. A new departure 
was needed. The government offered special or 
premium price contracts. Under this scheme Eldo- 
rado agreed to take specified amounts of uranium, 
in the form of a high quality concentrate, from each 
mine able and willing to accept the conditions estab- 
lished in respect of costs, ore reserves, grade of 
output, and so on. The price offered to a given 
company took into account the estimated total cost 
of completing the mine facilities and producing the 
oxide stipulated in a five year contract, and was in- 


tended to cover all of these outlays and provide a 
profit for the shareholders. The first premium price 
contract was awarded to Gunnar in 1954. 


By mid-1955 the mine-making possibilities had 
grown to such proportions that the government 
found itself faced with a situation where production 
might far outrun sales. After all, there was a limit 
to the amount of oxide that the United States Atomic 
Energy Commission would buy from Eldorado, and 
only modest sales could be expected in the United 
Kingdom. In order to keep Eldorado’s commitments 
within the desired limits, deadlines were laid down 
for the awarding of contracts and for the commence- 
ment of mining operations. This policy had the 
effect of dividing uranium prospects into two 
groups, those for which contracts had been or were 
likely to be granted and all the rest. By introducing 
the cut-off the government effectively determined 
the size of the industry in terms of its output poten- 
tial. 


The contracts, all written at premium prices, 
required the delivery by the private mines of uran- 
ium oxide having a gross value of $1.5 billion. Add- 
ing Eldorado’s quota for its own mines brought the 
total to approximately $1.7 billion. All of this was 
to be shipped by 1963, with no orders beyond that 
date in sight. To produce that amount of oxide in 
such a limited period of time, nearly a score of mines 
with mills and related facilities were constructed at 
an over-all cost exceeding $400 million. The mills 
were rated to handle about 43,000 tons of ore daily 
and turn out oxide amounting to 16,000 tons a year. 
In 1954 when Eldorado was the only producer, with 
two mines in operation, Canada’s production of 
uranium .was valued at $26 million. As the facilities 
in the private sector were completed, output grew 
by leaps and bounds until by 1959 it had reached a 
peak of $331 million. 


CURRENT SITUATION AND PROSPECTS 


THE SHORT-TERM DEMAND 

The uranium mining industry was brought into 
being in Canada, and elsewhere, to satisfy the mili- 
tary demand for fissionable material, and its growth 
was dictated and its extent determined by the short- 
term demand created by political objectives. Noth- 
ing was more calculated to emphasize this than the 
announcement made at the end of 1959 that the 
United States Atomic Energy Commission would not 
exercise the options, contained in its agreements with 
Eldorado, to buy further quantities of Canadian 
uranium beyond the expiry of current contracts; it 
did not need it, but could obtain all the uranium it 
wanted from other sources, mostly in the United 
States itself. As a means of softening the blow, an 
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arrangement was made with the United States and 
the United Kingdom to delay completion of existing 
contracts until the end of 1966. To facilitate the 
stretch-out, part-payments were offered to the mines 
on postponed deliveries and companies were per- 
mitted to dispose of their contracts either by sales 
or through mergers. The aim of this policy was to 
allow the stronger, more efficient firms, with sub- 
stantial ore reserves and large reproductive capacity, 
to continue operating and to prevent a sharp stop- 
page of mining in 1963. 


As a consequence of the stretch-out policy, the 
industry in 1960 witnessed a drastic change in its 
organization. Through mergers and contract trans- 
fers, the number of firms was reduced to seven 
(Eldorado, Gunnar, Denison, Rio-Algom, Stanrock, 
Bicroft, Faraday) and many mines were closed. 
There was a marked fall in both output and employ- 
ment, and these trends were expected to persist and 
‘even to be accelerated as one mine after another 
worked out its contract. 


A REPRIEVE 
Since then a new element has entered the pic- 
ture. Of some significance is the existence of an 
agreement, negotiated in 1957 but made public only 
in the spring of 1961, whereby Canada is to supply 
an additional 12,000 tons of uranium to Britain at a 
price of $8.00 per Ib. (making a total of $192 mil- 
lion), deliveries to be completed by the end of 1966. 
Since the contract was first discussed, Britain has 
accumulated a surplus of uranium beyond all fore- 
seeable needs and has been pressing for a change in 
the arrangement. It is thought likely that negoti- 
ations, begun in the summer of 1961, will result in 
a much reduced price ($5.00 a lb. has been men- 
tioned) and a postponement of shipments, with the 
tonnage remaining unaltered. The order is big 
enough to keep three 3000 ton mills in operation 
for about four or five years, and is about the same 
as the 1960 output for the entire industry in Canada. 
It is not known how the contract will be allocated 
among the various mines—it will be a political deci- 
sion—but there can be no doubt that it will bring a 
welcome reprieve to a hard pressed industry. 


The main problem facing the uranium industry 
today is excess capacity in relation to demand. Al- 
though the U.K. contract can be expected to provide 
temporary relief, it leaves the basic problem un- 
changed. From very small beginnings uranium min- 
ing was forced, by government policy, into rapid 
growth and emerged within the space of a few years 
as a large producer of the most important ingredient 
of atomic power. This demand was geared to mili- 
tary purposes. Its disappearance has created a hiatus. 
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SURPLUS OUTPUT 


Considering the large capacity of the industry 
and the small amounts of uranium needed for Can- 
ada’s experimental programme and planned invest- 
ment in power plants, it is obvious that, for a long 
time, the domestic market will be able to absorb 
only a tiny fraction of the output of the mines and 
that, as a consequence, the great bulk of the output 
will have to seek export outlets in a world market 
characterized by an excess supply. Sales have al- 
ready been made in foreign markets. Since 1958 it 
has been permissible to sell surplus output, under 
government control, to certain other countries, 
among them India, West Germany, Japan, and Switzer- 
land. The amounts involved have so far been small. 


OUR COMPETITIVE POSITION 


This raises the question of the competitive posi- 
tion of Canada’s mines. 


a) Commentators in the financial and trade press 
have made much of the provision in every special 
price contract for writing off capital expenditures 
by the end of the contract period and have argued 
that this will place Canadian producers in a privi- 
leged and advantageous position vis-a-vis their com- 
petitors in that their plants will be “paid for” and 
thereafter “costless.”” But this provision will merely 
place the Canadian mines on a par with other pro- 
ducers; for other countries have also contrived to 
bring about the same result. 


b) Canada has considerably larger reserves of ore 
than the United States, but grade is on the average 
less than half as good. As a partial offset, the Cana- 
dian industry contains far fewer firms, each enjoying 
substantial economies of scale. South African ore, 
though plentiful, is scarcely one quarter as rich as 
in this country, but uranium operations there begin 
as a by-product of gold mining; so there are no min- 
ing costs specific to uranium. Canada will have to 
meet severe competition from both of these coun- 
tries. 


c) Mining and milling methods are every bit as effi- 
cient in Canada as elsewhere, and the mining indus- 
try and the government agencies concerned with 
mining and the processing of ores are keenly alive 
to the necessity for research and innovation if they 
are to avail themselves of the most up-to-date tech- 
niques. Research is in progress to find new methods 
of ore dressing. These factors offer some justifica- 
tion for the view that Canada’s uranium mines will 
be able to command a share of whatever market 
exists for their product. Sevéral of them have in 
fact demonstrated their ability to bid successfully 
for orders. The market itself may widen through the 
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discovery of new uses for uranium, e.g., in steel 
manufacture. 


There is no denying, however, that the mines 
are faced with the very real problem of survival. 
Already the industry has suffered an appreciable 
contraction, with structural and operational adjust- 
ments and grave social consequences for the com- 
munities dependent upon it. Almost inevitably it 
will undergo a further shrinkage and a greater con- 
centration of production among the higher-grade 
low-cost mines. 


THE DEMAND FACTORS 


Given the competitive position of the Canadian 
industry, its long-run prospects depend on the long- 
run growth of demand. This aspect of the problem 
centers on the future role of atomic power in com- 
mercial applications and the economics of nuclear 
reactors. Since the inception of the procurement 
programmes, the peaceful uses of atomic energy 
have come into prominence and firm strides have 
been taken, notably in Europe, towards large scale 
use of nuclear generated power. Once current con- 
tracts are completed, uranium mining will enter a 
period with military stockpiles adequate and civil 
power programmes scarcely under way. So far as 
can be foreseen, the market will be narrow until well 
into the 1970’s with competition correspondingly 
sharp, and there is small hope that the excess output 
of the mines over the needs of civilian power instal- 
lations will be taken up for government stockpiles. 
Although atomic energy may well rank in history 
alongside some of the other great inventions of the 
modern epoch, and seems destined in time to make 
a sizable contribution to the world’s energy supply, 
it seems safe to say that it will play only a moderate 
role in the next decade or two. 


Many attempts have been made by government 
spokesmen, officials of various atomic energy auth- 
orities and international agencies, and mining men 
to forecast the position of nuclear energy in the 
total energy picture of the future in terms of the 
annual amount of uranium, in tons, that will be 
needed by some given date. It is not proposed to 
pass on the merits of these widely different esti- 
mates, but to confine the discussion to some of the 
principal factors governing the speed with which 
atomic energy will supplement and replace the more 
conventional sources of power. 


CONVENTIONAL POWER SOURCES 


Basic to the whole question is the world econ- 
omy’s appetite for power in the future. Extrapola- 
tion from past consumption suffers from the defect 


of assuming stability in many elements subject to 
radical change. However, it is probably conservative 
to assume that the demand for energy will at least 
keep pace with increases in real GNP: this minimum 
rate of change may well be exceeded depending on 
population growth, improved standards of living, 
and industrialization of backward areas. On the 
supply side, it is necessary to consider how far future 
requirements might be met from conventional 
sources, some of which have uses other than as 
sources of power. There is still a large amount of 
hydro power that could be developed in the world, 
and at a unit cost considerable below that possible 
for atomic stations in use or planned. 


Known coal and oil reserves are sufficient to 
cover needs for decades to come. For many coun- 
tries, existing indigenous supplies will largely take 
care of tomorrow's demands. But these resources 
are unevenly distributed over the earth’s surface. In 
addition, planning future power supplies involves 
taking account of the probable pattern of relative 
prices to be expected in each country; if, as is gener- 
ally predicted, coal and oil costs continue to rise 
steadily, this pattern will shift in favour of low cost 
uranium. What makes it all the more difficult to 
forecast the future structure of energy supplies is 
that in some areas, e.g., in Western Europe, both 
domestic production and imports of every major 
energy source enter into the picture; the situation is 
further complicated by the intervention of political, 
social, strategic, and balance of payments factors. 


THE ECONOMICS OF NUCLEAR ENERGY 

The elements entering into the economics of 
nuclear power production are many and varied: the 
types of reactor systems, their size; the fuels used and 
fuel utilization; provision of associated facilities for 
fuel fabrication, and for recovery, reprocessing, and 
disposal of fission products; evaluation of by-pro- 
ducts; the rate of technological change. There are, 
however, questions of a more general nature, which 
may be touched upon first. 


Firstly, atomic stations serve best as base load sta- 
tions. They are not suited to varying loads. Variable 
costs are likely to increase rapidly as the load factor 
falls, and their high capital costs require them to run 
on full load most of the day so as to spread these 
charges over a larger number of power units: peak 
demand could be taken care of by using ordinary 
stations. On the other hand there is a limit to the 
number of atomic plants that can be employed on 
base load: only a certain amount of electricity can be 
sold at dead of night. As a part of the possibility, 
which it raises, of cheapness and abundance, perhaps 
the greatest impetus to atomic power production will 
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be the avoidance of long distance electrical transmis- 
sion. Atomic stations carefully disposed throughout 
an existing grid system could make for better balance 
in electricity supply and cut down transmission costs. 
During the development period, nuclear power sta- 
tions may be introduced even if they are difficult to 
justify on economic grounds—political purposes and 
defence may be important in this connection, as well 
as prestige and the desire to acquire operating know- 
how and build up a corps of trained personnel for the 
future. Against this, large scale use for industrial 
and community developments may be delayed by re- 
luctance to pioneer the installation of reactors liable 
to be out-dated in a few years. 


Secondly, more than four fifths of the world’s 
energy production is consumed in developed coun- 
tries. It might be thought that the underdeveloped 
economies, in their future growth, would provide a 
large demand for nuclear power. However, while 
lacking power, many of these countries have large 
untapped stores of conventional fuels and deficien- 
cies of cooling water required for atomic stations. In 
poor countries only small amounts of electricity are 
used, and there is no reason to suppose that they will 
suddenly emerge as high users of energy. 


Any large scale plan for atomic energy involves 
a massive pre-emption of scarce investment resources. 
While this is a serious matter even for the richest 
areas, it is much more pressing for low income coun- 
tries. Capital is not available for rapid expansion in 
such countries. Though they have the greatest need 
they have the least favourable pre-conditions for ex- 
ploiting and benefiting from the new technology. 
Scarcity of capital will continue to be a handicap to 
growth. For these reasons it is unwise to stress the 
possible widespread impact of nuclear power in back- 
ward areas. 


Thirdly, prospects are rather better in remote 
areas or outer fringes of advanced economies. In 
mining regions, say in the Canadian north, where 
power is vital and costly, many opportunities may 
appear as soon as a technically reliable plant becomes 
commercially available. It is also to be expected that 
further study and experience of the use of atomic 
power, particularly for naval vessels, will hasten the 
perfection of smail “packaged reactors” and facilitate 
their adoption for land-based units of limited capacity 
and for large, fast merchant ships, tankers and ice- 
breakers, railway locomotives, and even aircraft. 


CAPITAL COSTS 


Returning now to more specific matters pertain- 
ing to the economics of nuclear energy, it may be 
noted that owing to technical developments the capi- 
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tal costs of nuclear generating capacity have already 
been reduced. Moreover, as in the construction of 
conventional type stations, there are significant econ- 
omies of scale to be realized. Evidence shows that a 
reactor designed primarily for the production of plu- 
tonium would not have the most desirable characteris- 
tics as a producer of heat for the generation of power. 
The reactor is, of course, a replacement for the power 
station boiler furnace, and it is this substitution that 
adds so much to the initial capital outlays. Since the 
use of atomic energy as a source of power will de- 
pend, other things being equal, on the cost at which 
heat can be produced translated into cost per kilo- 
watt-hour of electrical energy generated, the primary 
objective of all research programmes is to design a 
reactor with low capital and operating costs. Rapid 
advances are seen for the future following new re- 
actor design and improved fuel technology. There is 
general acceptance of the view that plant costs will 
fall, but forecasts contain too many uncertain factors 
in connection with the assumptions upon which they 
are based, and the cost elements they include, to be 
meaningful. Certainly the first of the new stations in 
any system will have to carry a high proportion of the 
expenses of research and development, as well as 
much of the outlay for ancillary installations for pro- 
cessing the fuel and storing and disposing of fission 
products, and for such social capital as may be needed 
to service the plants. 


FUEL COST 


In the absence of price standards for the various 
sorts of fuel, it is difficult to value that part of the 


capital cost attributable to the initial fuel charge. The 


share of fuel cost in total cost varies with the type of 
fuel used, and this is largely determined by the type 
of reactor. At one end of the scale there is the slow 
reactor using natural uranium as fuel, and at the 
other the fast breeder using enriched uranium, plu- 
tonium, or the isotope U-233, which is artificially 
produced from thorium. Between these extremes it is 
possible to have an amazing variety of types differing 
in composition and fuel application, moderator 
materials, coolants, and methods of heat transfer. 
None of these has so far been proved to be the most 
economical. 


RATE OF BURN-UP 


One most pertinent factor on the cost side is the 
rate of burn-up. Economy requires that the fuel be 
irradiated for as long as possible, thus effecting a 
saving in the cost of fuel preparation, handling, and 
processing. Ideally a reactor should achieve full 
burn-up and maximum energy extraction, but the 
chain reaction involves the growth of fission pro- 
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ducts thereby defeating the principle of neutron 
economy. This, together with corrosion and radi- 
ation damage, makes it impossible to consume more 
than a small fraction of the charge in any known de- 
sign of reactor. Chemical processing of fuel, to sep- 
arate the fission products and refabricate it, is a diffi- 
cult and expensive process. Re-processing and re- 
cycling will pay up to a point, after which the charge 
will be more costly than natural uranium itself. There 
is ample scope for finding better methods of man- 
aging the heat created in the reactor and for reducing 
the costs of re-cycling. Such improvements are bound 
to be reflected in reductions in operating cots. Un- 
like the waste products resulting from coal combus- 
tion, certain products of nuclear fission are still 
potentially productive and can help to cover the cost 
of waste disposal; extraction for industrial use of 
those which remain for some time at a high level of 
radiation would render disposal of the remaining 
bulk comparatively simple. 


IMPLICATIONS OF THE ‘BREEDING’ PROCESS 


Natural uranium contains only 0.7% of fission- 
able material, but this proportion can be increased by 
treating the uranium in diffusion plants to enrich 
it with U-235. Enrichment is costly and complex and 
calls for heavy investment in plant facilities and for 
reactors adapted to such exotic fuel. As things stand 
virtually all of the exportable enriched uranium must 
come from the United States, which is basing its mar- 
keting drive on the alleged superiority of reactors 
employing enriched fuels over those using natural 
uranium. To the extent that this drive is successful, 
Canada will be forced into dependence on the Amer- 
ican market as the major outlet for the output of her 
uranium mines. 


The prospect, although perhaps a distant one, 
of developing an efficient breeder-type reactor 
creates an element of great uncertainty concerning 
the future demand for uranium. While it still has to 
be shown that the fissile products of breeding can be 
turned out more cheaply than natural uranium, large 
scale energy production may eventually involve 
breeder or regenerative systems. Breeders will re- 
quire a large initial inventory probably of uranium 
but possibly of thorium; by neutron capture, a new 
fuel is created in the reactor, plutonium if the initial 
charge is uranium, U-233 if thorium js used. As the 
supply of such by-product fissile materials builds up, 
there will be greater scope for developing more effi- 
cient reactors running on enriched fuels. In the long 
run, the implications of breeding are tremendously 
important and far-reaching; by a process of manu- 
facture it is now possible to increase energy sources 
in the shape of atomic fuel. This can scarcely fail to 








bring a fall in the demand for uranium. Even if 
breeders are not successfully introduced, we can rely 
on changes in technology to reduce uranium require- 
ments for a reactor of given power capacity. Prog- 
ress of this kind, however, by making possible greater 
usage and application, can actually broaden the mar- 
ket for uranium. Thus the demand for uranium may 
increase as the efficiency of power reactors improves 
and the use of atomic power spreads because of lower 
costs. An even greater threat to uranium as the raw 
material of the atomic age is the fusion process, 
which holds forth the possibility of power generation 
using a thermonuclear reaction similar to that of the 
hydrogen bomb. But these developments would seem 
to lie far into the future; the evolution of the breeder 
and of the fusion process are best regarded as new 
peaks to conquer. 


RICH POTENTIAL IN ISOTOPES 


Although the potentialities of nuclear power for 
industry and for propulsion command primary inter- 
ests, rich dividends are to be won from the use of 
by-products of reactor operations in the form of iso- 
topes. The production of isotopes presents no tech- 
nical problems and extension of their use is largely 
a matter of applied science: they are cheap and have 
an almost limitless role. Substances rare or non- 
existent in nature can be created in abundance by 
irradiation, and their application in medicine, biology, 
agriculture, and industry is expanding rapidly. In 
addition to isotopes deliberately produced, the waste 
discharged with fuel elements is a potent radiation 
source. Every step towards fuller use of the multi- 
farious benefits of the prolific atom adds to the com- 
plexities of atomic power production, but increas- 
ingly effective by-product use is bound to reduce the 
cost of atomic power, although in the short run the 
problem posed may retard the rate of progress. 


THE FUTURE 


For all the outstanding achievements of nuclear 
science and engineering and those in prospect, cheap 
power from the atom is not “just round the corner.” 
The rate of expansion of nuclear power will vary 
widely throughout the world according to the 
urgency of providing supplementary sources of 
energy when conventional sources are being strained. 
It will depend equally on the pace of technological 
change and on the availability of skilled men to fur- 
ther it. 


Success in providing atomic power on a competi- 
tive basis calls for advance along a broad front en- 
compassing, among others, improvements in plant 
design; in engineering and metallurgy as applied to 
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reactor construction; in the techniques of fabricating, 
re-processing, and enriching fuels; in the production 
of residual fission products and isotopes and disposal 
of dangerous wastes; in the efficiency of heat transfer 
and burn-up of fuels; and in the development of 
structural materials able to withstand high tempera- 
tures and combat corrosion. 


In view of the uncertainties and imponderables 
surrounding atomic energy, it is not surprising that 


APPRENTICESHIP IN THE NETHERLANDS 


There is full cooperation between employers’ or- 
ganizations, trade unions, educational authorities and 
Government to secure better training of apprentices. 
The employers’ and workers’ organizations have 
formed about 30 National Apprenticeship Commit- 
tees to regulate apprenticeship in various trades and 
industries. There are, at present about 52,000 appren- 
tices in training under the control of these Commit- 
tees. The net expenses of the schemes operated by 
the Committees are subsidized by the Government 
(70%) and the local authorities (30%). The total 
Government contribution in 1960 was £1,100,000. In 
addition the Government makes grants to employers 
who train apprentices. The maximum grant per 
apprentice is £20 and the total cost in 1960 was 
£330,000. The work of the National Committees is 
supported by similarly constituted committees at 
Regional and Local levels. 


When the war ended it was accepted by all con- 
cerned in the Netherlands that the work of national 
reconstruction and industrial expansion depended in 
large measure on the availability of an adequate force 
of skilled workers, and steps to produce this skilled 
labour force were taken immediately. 


EDUCATION FOR APPRENTICESHIP 


65% of all boys entering apprenticeship possess 
the final certificate from a Primary Technical School. 
These schools provide a three-year course (1214 to 
151) leading to ig aR. The first year is a 
preparatory year: in the second year there is a divi- 
sion into three broad trade classes (metal, wood, and 
general); in the third year there is instruction in a 
specific trade or group of trades. This three-year 





its future is still a matter of speculation. As nuclear 
systems are introduced and integrated into the field 
of large scale electricity generation, the demand for 
uranium will also increase at a rate determined by 
requirements for initial inventories and annual re- 
placements. But it is impossible to say what the 
future demand for uranium will be. The develop- 
ment of the market is completely dependent on tech- 


nological change. 





CONTRACTS 


course is essentially a continuation education course 
but it is designed or orientate the pupils gradually 
towards their trades. It is falas by the Dutch 
apprenticeship authorities as fundamental to good 
apprenticeship. 


These are compulsory and set out the mutual 
duties and obligations of employer and apprentice. 
The contract may be terminated if either party breaks 
its terms, e.g., if the employer fails to give proper 
training or if the apprentice fails to attend his tech- 
nical school courses. 


PRACTICAL TRAINING 


This is done on the job in accordance with flexible 
training plans drawn up by the National Committees 
and enforced by teams of consultants (about 1 to 
every 200 apprentices). The aim of the plan is to 
ensure that the apprentice reaches a normal level of 
skill by the end of his training period. Each appren- 
tice has a record book in which he records, day by 
day, the work he has done (including test pieces set 
by the National Committee). The instructor on the 
job checks and marks this book once a week and the 
consultant checks it once a month. The consultant 
also advises and assists in improving on the job train- 
ing methods. These consultants, who must be experts 
in all aspects of their trades, are regarded as the key 
men in the Dutch apprenticeship system. 


The Irish Business Apprenticeship Board, 1961 
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SYSTEMATIC MARKETING PLANNING 


A ‘written’ plan, says the author, forces the planner to consider 
background, problems, objectives and goals, strategies, actions 
and expenses systematically and provides a framework within 
which better teamwork may be achieved. 


Today many companies are turning to a “Market- 
ing Concept” thereby giving much needed emphasis 
to Marketing Planning. But, “What is the Marketing 
Concept?” and “What is Marketing Planning?” 


MARKETING CONCEPT 


The Marketing Concept is built around the 
satisfaction of customer’s wants as the basis for plan- 
ning and controlling any company’s operation in its 
quest to maximize profits and achieve the proper 
return on invested capital. 


MARKETING PLANNING 


Marketing Planning usually involves a team ap- 
proach to solving interrelated problems that cannot 
be handled individually. It provides an overall contin- 
uing and systematic approach to marketing for a 
company. A marketing planning manager can utilize 
the areas of sales, advertising and public relations, 
research and development, manufacturing, engineer- 
ing, account‘ug, and personnel in bringing his plan to 
fruition. 


Actually, people have been using the Marketing 
Concept and Marketing Planning for years. Since the 
day of the first traders and panhandlers we have had 
these concepts with us. They are not new methods by 
any stretch of the imagination. However, it is neces- 
sary in this day and age, with business as complex 
and fast moving as it is, that companies have a written 
basic plan, which can be picked up .and followed 
through by any marketing orientated manager. 


The written plan has many strengths: it forces 
the planner to consider systematically the objectives, 
goals, strategies, and actions with which he is dealing; 
it forces him to state explicitly the facts and problems 
as he understands them and to develop techniques of 
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measurement he will use to record the progress of 
the plan as it is implemented; the plan also provides 
a reference point from which to begin and thus pro- 
duces a framework within which better teamwork 
may be achieved. 


WHAT A MARKETING PLAN SHOULD CONTAIN 
Background: History, past and present, including 
such things as the market, its participation, product 
quality, product design, pricing, profitability, delivery 
and service, distribution, competition—known com- 
petitive plans, advertising and sales promotions. 


Problems: A brief, concise statement of the prob- 
lems that have evolved out of past company history 
and the present situation. 


Objectives and Goals: What is the long run aim? 
How will problems be overcome? What are the goals, 
short and long run, for both profits and sales? 


Strategies: The broad strategies, briefly outlining 
the methods to employ in the long run to meet 
objectives and clear up problems. These strategies also 
act as a guide for shorter term actions. 


Actions: Short term planning for moves of a year, 
or a year and a half ahead. This short term planning 
follows from the long term planning program. Long- 
er term plans follow from this planning. Each 
action should have a positive deadline, unless it is the 
type of repetitive action already in operation and is 
reviewed on a regular monthly or quarterly basis. 


Expenses: Each action involving a change in the 
expense of doing business should be costed on a basis 
of “its effect on actual budgeted profit and loss one 
year ahead.” Product mix, price change, cost reduc- 
tion programs, advertising expense, and additional 
sales expense should all be considered in such an 
analysis. The estimates of these factors are usually 
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done only one year in advance. On a product involv- 
ing long periods of payback to meet capital outlay, 
it is necessary to make a broad estimate of sales costs 
and profits for a number of years ahead. Some com- 
panies forecast three years ahead, others five years, 
and still others ten years, or more. 


Exhibit I illustrates the process of marketing 
planning; it shows that the first step is an examina- 
tion of the nature of the customer wants and then 
indicates how the various members of the firm con- 
tribute to the final plan, which is then developed to 
satisfy the customer. 


BROAD RESPONSIBILITIES 

The marketing planner utilizes the services and 
coordinates the activities of all the departments of the 
company; he must develop a close relationship with 
these various departments. 


Marketing planning is so vital to the long run 
interests of the firm as a whole that it must be con- 
ducted with imagination and vigor by a man who is 
conversant with all the functional units in the com- 
pany and with the economic, political, and social 
conditions affecting the company’s operations. The 
marketing planner must be flexible and receptive to 
new ideas in addition to being a capable organizer. 
It almost goes without saying that great patience is 
required. 


PLACE OF THE MARKETING PLANNING FUNCTION 

As with all organization questions, few general 
rules can be applied to locating in the organization 
structure, the marketing planning group. We have 
emphasized the significant role this planning can play 
in the company’s activities, and it follows from this 
that the planner must be so located that his work will 
’ be constantly drawn to the attention of the firm’s 
senior executives. 


In many companies today this has meant that the 
operating executive in charge of all marketing activ- 
ities is the immediate superior of the planner; the 
number of firms adopting this practice grows every 
month. This is, perhaps, the most logical position, 
but the marketing planner may also be made respon- 
sible to a financial officer, or a production officer, or 
the chief executive himself. It matters little where he 
is located as long as his services are effectively used and 
as long as he can achieve the cooperation he needs to 
perform them. 


MARKETING PLANNING AND THE COMPANY 


If marketing planning is to work in a company, 
the marketing planning manager and product man- 











agers (where these positions are separate) must be 
the dominant people. The engineering and manufac- 
turing groups must become marketing conscious, 
realizing that without marketing advancement the 
whole company can stagnate. Engineering must be 
willing to continually meet demands for new product 
design. Manufacturing and engineering together must 
be constantly watching such factors as cost, quality 
control, and factory delivery time, as each helps to 
make continuing sales a possibility for the salesman. 


The accounting department must become mark- 
eting oriented to a point where it can produce new 
types of analysis that are required in solving market- 
ing problems. The kinds of records that are kept 
should serve the sales statistics needs as well as the 
needs of the accounting department. 


The advertising, promotion and public relations 
functions must be utilized to the fullest degree, re- 
gardless of the type of product, or service. Many 
consumer products, utilizing a good consumer adver- 
tising program in many different media, can produce 
increased sales performance and increased profits, but 
they must be supported by a proper marketing plan. 


IMPLEMENTING A PROGRAM 


Implementing a marketing program may be a big 
task or a small one, depending on the approach used. 
Quality not quantity is the goal, and in the first year 
of planning one cannot hope for perfection: “Rome 
Was Not Built In A Year—Far Less A Day.” It is a 
serious error to write a short term plan without first 
writing a long range plan, for the direction of the 
short run actions must follow from long run 
strategies. 


POLICIES 


It is essential to a company’s planning program 
that top management lay down broad basic policies 
as to why the company is in business. The listing of 
the reasons for a company being in business, showing 
the known procedures and policies, will ensure that 
the planner does not lose sight of these factors in his 
planning program. The type of statement that says: 
“We are in business to make a profit or get a favor- 
able return” is insufficient. It must state more mean- 
ingfully and in operational language the kinds of 
goals it wishes to achieve. What is a satisfactory re- 
turn? What product lines are to be carried? What 
markets are to be served? and so on. Only this kind 
of statement will show the planner the direction 
towards which he must move. 
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PROCEDURE AND FORMAT 


A complete procedure, with proper formats, must 
be laid out, so that people can get to the heart of the 
problem simply and quickly. Deadlines on the sub- 
mission of the following must be set: 


a) An outline of what the plan is going to cover 
at the outset. 


b) A proper format for recording market poten- 
tials, company sales, price-changes, for three, 
five, or ten years ahead, depending on the 
type of product. Actual historical data or 
other source information for at least five 
or ten years should be given. 


c) A form to help in the development of Budg- 
eted Profit and Loss for each product group 
in the year ahead. 


d) A capital expenditures budget should be pro- 
vided for and tied into the plan. If this is 
used, it simplifies the whole approach to the 
capital facilities. Dollar limits will be set on 
broad outlines of facilities for manufacturing 
(with only the larger dollar items detailed). 


The final plan should be completed in rough for 
ral presentation to management in a meeting at 
yhich the team of marketing, manufacturing, engin- 
ering, and accounting department heads should all 
e present, as well as other necessary department 
leads, such as those of marketing research and 
dvertising. 


Once management has given approval in prin- 
iple to the general marketing plan, supporting pro- 
rams should be written by advertising, public 
elations, sales, customer services, engineering, and 
vanufacturing. Supporting programs can make or 
reak the implementation of a planning program. 
Vhen the final plan and support programs are ap- 
roved, the finished program is written, so that stock 
oy, salesman, foreman and accountant know exactly 
hat they are expected to do in making the program 
success. 


ONTROLS 


A plan where no score card is kept is not worth- 
hile. Controls must be developed with accounting 
eople to provide regular program checks. Good 
ymmunications can effectively aid in making a better 
lan and can help exercise control over personnel. . 
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It may be found in the analysis of a company’s 
long and short term forecasting that existing methods 
and forms are not of a type to produce a proper plan. 
It may unfold that previous marketing, accounting, 
manufacturing, engineering, and purchasing policies 
and procedures should be changed. In summary the 
whole impact of future company sales can hang in 
the balance if each department does not implement 
its part of the plan. All areas should be checked so 
that the salesman is assured continuous support. 


One can almost liken planning in an organization 
to planning on a football team. Everytime the key 
individuals from the bench go into the game che 
offense or defense will tighten up. In the trying 
minutes of the game these are the fellows who have 
the coach’s plans at their finger tips. Supplied with 
these facts, and the proper team spirit, they can get 
the results and win. The plays, that planners develop, 
are year-to-year actions that help the company gain 
future growth and pile up points. If plans are prop- 
erly executed and the offense is good, the defense 
can meet competition, and the chances are excellent. 
There are six questions that a planner and his team 
should continually ask themselves. 


1) Is Management being given the true facts in 
plans, or is Management merely being told 
what it would like to hear? 


2) Are there alternatives if things don’t go our 
way? The company who can adapt to 
changes is the one that will succeed. 


3) How well does the planner know people? 


4) Is action being taken on the basic things that 
can help a plan? Are the customer and his 
needs known? Are regular checks made on 
quality, design, packaging, delivery, and 
service ? 


5) What is the company, division, or product 
line doing that is different from what they 
have done in the past years? 


6) Have we all the facts available? If so, the 
decision must be made promptly, for indecis- 
ion can become a disease. 


There is an age old expression for the planning 
team to remember: “Luck is in the corner where prep- 
aration meets opportunity.” Much of the gambling 
in marketing planning can be eliminated by using a 


continuing and systematic approach to your marketing 


problems. 
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Bond Portfolio Management 


The author discusses the professional management of large pools 
of corporate or investment capital and suggests that by broadening 
and deepening the market for bonds in Canada, active trading 
can in fact create better conditions for marketing new issues, as 
well as provide more opportunities for the disposal of outstandng 


bonds. 


One of the notable features of Canadian bond 
and money markets in recent years has been the grow- 
ing sophistication of institutional investors and cor- 
porate treasurers. In the past decade a broad market 
in short term funds has developed, with the Bank of 
Canada playing an important role as innovator and 
mentor, and many corporations have become active 
participants in that market as borrowers and lenders. 
In addition, many large institutional investors, such 
as insurance companies, trust companies, and pen- 
sion funds, are no longer content to remain perma- 
nently wedded to their initial purchase of longer 
term bonds, but trade actively in the market, vary 
the term. and nature of their holdings according to 
their views of interest rate trends, and make more 
effective market use of their economic knowledge 
and bargaining power. 


The improvement in institutional investment 
management has been accompanied by a growing 
maturity of the investment industry itself. The aver- 
age bond salesman or trader in 1961 is more in- 
formed about events and their effect on markets, and 
about the workings of the monetary system, than his 
predecessor of a decade or more earlier. In part this 
may be due to the larger volume of transactions and 
increased volatility of bond prices, which provides 
greater rewards for being right and stiffer penalties 
for being wrong. Moreover, the industry did little 
recruiting in the ‘thirties and ‘forties, and the rise of 
the postwar crop of college graduates to intermedi- 
ate and senior positions may have led to a better 
comprehension of the role of economics and govern- 
ment policy in the movement of bond prices. The 
demands of institutional investors for intelligent ad- 


D. H. FULLERTON 


vice has also compelled salesmen to acquire an 
expertise about the market or lose business to those 
who can contribute something to the buyer’s own 
understanding of events. In effect, the relation be- 
tween the dealers and investors has been comple- 
mentary, with each learning something from the 
other and pushing the other to experiment with new 
ideas. 


This cross-fertilization process has helped to 
bring about a maturing of the market. Yet one would 
be reluctant to suggest that the market has by now 
reached a reasonable level of maturity, that all deal- 
ers provide equally cogent investment advice and 
competent service, or that institutional investors are 
managing their funds with the maximum skill and 
finesse. It is the purpose of this article to discuss 
one aspect of this question, the professional manage- 
ment of large pools of corporate or investment capi- 
tal. The article divides naturally into two parts, 
although the two can by no means be regarded as 
watertight compartments. The first concerns the in- 
vestment of short term funds and short term bor- 
rowing, largely by business corporations, and the 
second the management of the long term bond port- 
folios of financial institutions, corporate pension 
funds, and similar bodies. 


THE SHORT TERM MARKET 


In the field of short term lending and borrow- 
ing—the money market—the advances in a few years 
have been substantial. The market developed origi- 
nally out of the chartered banks’ use of Government 
of Canada treasury bills, notes, and short term bonds 
as a source of liquid reserves. In 1953 and 1954 the 
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authorities took action to broaden the market in 
treasury bills by providing special facilities to finance 
dealer inventories, by increasing the size and fre- 
quency of the issues, and by making the purchase 
and sale of bills easier for private and corporate in- 
vestors. These efforts met with some success; the 
general public (non-bank, non-government) holdings 
of treasury bills rose from a level of $28 million at 
the end of 1952 to $755 million by the end of 1959. 
They have since declined in favour, mainly because 
of the availability of other forms of short term in- 
struments providing a higher yield, and at the end 
of September 1961 the public holdings of bills stood 
at $335 million. Short term Government bonds are 
a more important factor in the market than bills, 
however, and must be considered as the principal 
vehicle for the short term investor. On September 
30, 1961, there was a total of $2,935 million of Can- 
ada bonds outstanding of a maturity of less than two 
years. Approximately half of these bonds were held 
outside of the banks or Government accounts. 


A VARIETY OF CHOICES 


Other forms of instruments have proliferated 
with the growth of the market. Finance company 
notes were probably the first major alternative to 
short term Government bonds and bills available to 
investors, and the initial transactions in finance paper 
took place late in the ‘forties. By 1951 this paper 
had begun to have an impact, and the total amount 
outstanding increased steadily for the following six 
years. Other corporations became interested in the 
market as a source of funds, and many of these, in- 
cluding oil and grain companies and retail chains, 
have sold their promissory notes to corporate and 
institutional buyers. 


Another vehicle that has made its appearance 
in recent years has been corporate loans to invest- 
ment dealers against bonds or other short term securi- 
ties. The form the loan takes is a sale and repur- 
chase agreement, whereby the dealer sells bonds to 
the investor and contracts to buy them back at a fixed 
date and price (or on call) to yield the investor an 
agreed rate of return. These “buy-backs,” as they 
are usually called, allow the dealer to finance his 
inventory at lower rates than those charged by the 
banks. At the same time they give the short term 
lender a flexible instrument suited to his exact re- 
quirements, with a return usually higher than that 
available on the bonds or treasury bills used in the 
transaction and without the risks of market fluctu- 
ations. 


Another fairly recent development is the issue 
of interest bearing term deposits and certificates by 
banks and trust companies. Periodically the short 
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term issue of foreign governments (mainly U.S. and 
U.K.) are attractive relative to domestic issues; the 
foreign exchange risk is sometimes hedged by a 
forward contract, sometimes not. Canadian provin- 
cial governments have sold treasury bills and dis- 
count short term bonds in the market, and the Brit- 
ish Columbia government recently brought out a 
large issue of transferable parity bonds that are re- 
deemable at par. 


While this catalogue is not complete, it does 
indicate the variety of choices available to someone 
with money who wants to earn a return for a defi- 
nite period, or to have his money out on call. It is 
not surprising that corporations have become in- 
creasingly reluctant to leave money on deposit in 
banks when it could be employed more advantageous- 
ly elsewhere; thus the corporation treasurer has come 
into his own as an investor. The introduction of 
term deposits by the banks probably reflects an at- 
tempt to attract back some of the corporate deposits 
lost to the short term market. Nevertheless, the em- 
ployment of short term funds in the money market 
has been limited mainly to the larger corporations, 
and not all of these are making full use of their 
liquid resources. Quite frequently, senior officers 
are not aware how profitable sound money manage- 
ment can be, or may be reluctant to venture into a 
strange new field. 





IT PAYS TO KEEP IDLE MONEY WORKING 


A good rule of thumb for rapid calculation 
is that $100,000 lent at 3.65% earns $10 in one 
day. Suppose a firm receives a large payment of 
say $1,000,000 on a Friday, but needs it Monday 
to make a payment. In an hour this money can 
be placed with a dealer for the weekend (the 
current rate is close to 3%), and the money is 
repaid promptly on the Monday with $250 or so 
interest accompanying it. In fact, if the payment 
on Monday is to be made by mail the cheque 
will not be cleared until the following day at 
least, and the money can be left with the dealer 
until Tuesday—another $80! 











MANAGING THE SHORT-TERM PORTFOLIO 


How can a corporation go about initiating or 
improving its use of the short term market? The 
first step is to find a person to operate the portfolio 
who has some background in the market, or who 
has enough other experience in securities to appear 
capable of on-the-job training. This latter is not as 
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difficult as might be thought. Many of the large 
investment firms are prepared to go to a great deal 
of trouble to help a corporate treasurer or financial 
officer learn the various ways in which money can 
be invested for short periods. Their objectives may 
not be entirely altruistic, but no firm is likely to give 
bad advice in the hope of some temporary financial 
advantage. Buyers have long memories, and business 
usually gravitates to the dealers giving the best 
counsel. 


The second step is to allow the person selected 
full discretion in the management of the short term 
portfolio, although he will require definite terms 
of reference on such matters as the quality of the 
paper he buys and the limit on any particular form 
of investment. Decisions in this business have to be 
made very quickly. If each decision has to be cleared 
by senior officers or by a board, not only are many 
attractive investment opportunities lost, but the man- 
ager does not acquire the necessary skill and initi- 
ative to operate effectively. Moreover, he tends to 
avoid considering proposals which have to be pre- 
sented to his board (and which will require work 
on their part), especially if he feels that the trans- 
action may be impossible to consummate by the time 
the decision is reached. The manager of the portfolio 
should be given every chance to run the portfolio 
himself, and his performance will be easy enough to 
gauge by the income earned on the money. It must 
be emphasized that the skills required are of a spe- 
cialized kind, including the ability to act quickly and 
confidently and a capacity for getting to know the 
people in the business and the alternatives open. Not 
everyone can be a successful operator in the short term 
market. — 


The administrative arrangements should be as 


‘simple as possible. The funds are handled on a day- 


to-day basis, and the paper as well as the money 
must move quickly between the company and banks 
and trust companies, often located in different cities. 
Instructions should be clear and explicit, and all 
those concerned, down to the messenger who carries 
the bonds, notes or cheques, should be impressed 
with the cost of delays. Finally, the successful oper- 
ation of a short term investment portfolio requires 
accurate forecasting of cash receipts and disburse- 
ments by days for two weeks or even a month ahead. 
The maturity of investments is phased .to coincide 
with the anticipated ebb and flow of corporate cash 
balance. Certain minimum bank balances are norm- 
ally required as part of the arrangements between 
the bank and the company, but contingencies can be 
met by holding part of the invested assets in loans 
that are callable one or two days ahead, or even call- 
able on a few hours’ notice. 





BORROWING IN THE MARKET 


Corporations have been more reluctant to tap 
the short term market as a source of funds than to 
invest in it, although, as indicated earlier, that re- 
luctance has not been shared by the finance com- 
panies. There is very little statistical material about 
the extent to which corporations borrow in this mar- 
ket, however, and it is difficult to judge the growth 
in the borrowing of non-financial corporations that 
has taken place. Because there are certain risks and 
problems, as well as advantages, one hesitates to 
suggest that there should be any wholesale adoption 
of a policy of short term borrowing by corporations. 
The first step certainly should be to consult an in- 
vestment dealer and a lawyer about the problems 
involved. 


One problem is that the supply of funds by 
lenders is not static and will be affected by the rela- 
tive ease or tightness of money in the system. The 
notes of the larger corporations almost always have 
a ready market, even in periods of financial strin- 
gency, but the smaller and less well known com- 
panies may find it impossible at times to borrow 
even at very high rates. Paradoxically, because of 
the implications about the quality of the borrower, 
buyers tend to be more frightened than attracted by 
very high rates. The initial entry into the market by 
a corporate borrower may also require certain legal 
formalities, such as the preparation of a prospectus 
and trust deed, the provision of collateral as backing 
for the notes, and the setting up of arrangements 
with investment dealers to market the notes and to 
act as intermediary between the company and buyers. 
Against this must be set the advantage of the lower 
rates usually prevailing in the short market. The 
difference between long term and short term rates 
may at times amount to as much as three per cent, 
although the commission paid to dealers in market- 
ing the short term paper may make short term bor- 
rowing more expensive than the superficial com- 
parison of rates would suggest. 


CRITERIA FOR BORROWING 


Whether a corporation should borrow in the 
short term market depends on its own particular cir- 
cumstances. Certain criteria, however, can be estab- 
lished. The first is that short term borrowing is most 
suitable against assets that are themselves short term 
and self-liquidating, such as acceptance paper, ac- 
counts receivable, and inventory. It is not surprising 
that the finance companies have been active in this 
field, and indeed the bulk of the short term borrow- 
ing by non-financial corporations has been against 
inventory and receivables. It is generally regarded as 
a questionable practice to borrow short to finance 
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long term capital projects, although some Canadian 
capital projects have been made possible by bank 
loans that were nominally short term, but that proved 
eventually to be somewhat longer. It may be that 
corporations should take a good look at this aspect 
of the conventional wisdom because there are no 
obvious reasons why a large and financially strong 
company could not finance part of its capital require- 
ments cheaply by short term borrowing of a revolv- 
ing nature. 


The other requirements for borrowing in the 
money market will be clear from the above. A 
proven record of financial responsibility and good 
earnings, which usually means some maturity and 
reasonably large size, is mandatory if any large 
amount is to be borrowed. The corporation should 
have access to some emergency source of funds 
should the supply from short term lenders be sud- 
denly reduced; this may be standby bank credit, the 


ability to call on a foreign parent company, or - 


pledged assets that are liquid enough to be borrowed 
on at higher rates or sold. Borrowers in this market 
also find that it pays to carry out some quiet wooing 
of prospective lenders and dealers by personal calls 
to discuss the company’s progress, and by the pro- 
vision of a flow of up-to-date financial information 
that has a bearing on the quality and the backing of 
the notes. 


MANAGEMENT OF LONGER TERM BOND | 
PORTFOLIOS 


The discussion up to this point has centred 
around the short term market. The management of 
the portfolios of longer term securities presents simi- 
lar problems and requires talents in the manager of 
the same kind as those possessed by a ‘successful’ 
short term investor. In fact, many corporation and 
institutional funds are managed by individuals who 
operate simultaneously in both short and long term 
markets. 


There are some differences, however, and these 
should be made clear. One essential difference is that 
the decisions required for a long term portfolio are 
usually less urgent, although frequently the desired 
allotment of a popular new bond issue can be ob- 
tained only if the fund manager is able to reach a 
quick decision and place orders promptly with deal- 
ers. A second difference is that bonds and similar 
instruments generally form only one part of the nor- 
mal long term portfolio; one of the most important 
decisions facing institutional funds concerns the share 
of the portfolio to be placed in bonds and the pro- 
portion to be invested in equities, mortgages, lease- 
backs, and so on. In the short market there are com- 
peting forms of investment instruments, but they are 
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similar in type and term. A third distinction is the 
Opportunity to vary the average maturity of the long 
term portfolio to take advantage of trends in the 
interest rate cycle. Judgments of this kind are not 
normally required in making purely short term in- 
vestments. 


MANAGING THE LONG TERM PORTFOLIO 

We turn now to consider the form of fund man- 
agement that is likely to produce satisfactory results. 
It is clear that there can be very wide differences in 
approach, as any study of the management of exist- 
ing institutional portfolios will show. Some port- 
folios are handled by one person with complete dis- 
cretion to buy, sell, or trade the component securities. 
Some institutions, such as the large life insurance 
companies, have staffs of analysts and bond experts, 
who reach most decisions on a committee basis. Still 
others delegate responsibility for management to trust 
companies, banks, or professional advisers who are 
organized to provide a number of funds with the 
type of management given by a large institution's 
investment department. 


The size of the fund and its broad policy objec- 
tives will affect considerably the form of manage- 
ment required. An institution investing in new large 
projects (and frequently in more than one country), 
or buying new corporate bond issues, certainly needs 
specialists capable of appraising the projects, the risks 
involved, the quality of the borrower, the proper 
levels of interest rates, the asset coverage, the sinking 
fund requirements, the call provisions, the terms of 
the trust indenture, and so on. The appraisal of mar- 
ginal municipal credits also requires research and 
study. Yet the bulk of bond transactions in the Cana- 
dian market are in the obligations of federal and 
provincial governments and of well known and 
proven municipal and corporate names. In the light 
of this one wonders if perhaps the large-staff, many- 
committee approach has not been somewhat over- 
done. Some members of insurance company invest- 
ment departments with whom the writer has talked 
have in fact suggested that more effective results 
could be obtained if staffs were reduced in size but 
more discretion given to officers. Many felt that the 
committee system inhibited the development of inde- 
pendent judgment and tended to encourage some of 
the more capable but individualistic people to head 
out for a less restrictive environment. This is not 
universal, of course, because many large institutions 
do give their investment staff wide discretionary in- 
vestment powers, and, although the management of 
Canadian financial institutions has a well-earned 
reputation for being conservative, it is in some re- 
spects more flexible than that of many such institu- 
tions in the United States. 
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The other extreme, to grant one person complete 
autonomy, also has its dangers. With too heavy a 
burden of responsibility, a manager may become 
excessively cautious because he alone is responsible 
for the mistakes. The best manager will make errors 
of judgment, and, if he is right 80 per cent of the 
time, he will be doing very well for his fund. At the 
same time there are very few 80 per-centers around, 
and an incompetent manager given considerable 
power can be very expensive. Even if he is fairly 
conservative in approach, sins of omission can some- 
times prove more costly than those of commission. 
One cannot help but observe also that investment 
buyers (like buyers in other fields) are exposed to 
temptations of one kind or another, and too much 
authority without some supervisory control could 
lead to trouble. 


A compromise between these two extremes has 
been adopted by a number of institutions. One per- 
son manages the fund (in a large fund there may be 
two or three people covering different areas) and is 
given a considerable amount of authority to buy and 
sell securities. Overall policy is set by a board or 
committee, selected either from within the institution 
itself or from outside experts with a wide experience 
in investment matters and preferably with independ- 
ent sources of investment information. If the com- 
mittee is not drawn from the institution, the manager 
usually reports transactions to the board by mail and 
periodic meetings are held to discuss possible changes 
in policy. When urgent decisions are required the 
board may be consulted by telephone or telegram, 
and it is desirable that one person on the board 
(usually the chairman) be given authority to make 
decisions when the matter is so urgent that there is 
no time to reach all board members. If the committee 
is internal, there should be arrangements established 


‘for fast consultation or the calling of ad hoc meet- 


ings at a moment's notice. Under this regime 
the investment manager has a great deal of free- 
dom, but has a responsible committee to fall back 
upon in reaching decisions in areas outside his own 
terms of reference, to share in the responsibility for 
the success or failure of the management of the port- 
folio, and to keep an eye on what he is doing. 


We then come to the question of the activities 
of such a manager. It may be assumed that the objec- 
tives are more or less the same in all institutional 
funds, to earn a higher return on the assets, consistent 
with reasonable safety, and to increase the market 
value of the fund. Capital gains lead to higher in- 
come, so there is no essential conflict between the 
two basic aims, although there may be differences in 
emphasis depending upon whether income or capital 
gains is given greater weight. 


KNOWING THE MARKET 


A very important part of the job of any manager 
of a bond account is to keep abreast of financial 
events in Canada and the United States, and in par- 
ticular to be aware of how new developments may 
affect interest rates and the prices of bonds. The 
more one understands the market, the more one 
appreciates how almost all events of importance have 
a bearing on it, from sputnik to a crisis in Berlin, 
from a change in the British bank rate to a Canadian 
budget speech, from a capital expenditure forecast 
to a prospective change in the management of a cen- 
tral bank. Some of these influences are indirect but 
nevertheless very real; they all form an important 
background to the market against which the direct 
and day-to-day influences must be weighed. 


One of the best ways for an investment manager 
to keep up with events is to talk to people who are 
likely to interpret current events sensibly and to 
appraise their impact on the market. For many 
buyers, this can be accomplished most easily by 
answering the telephone, because an active invest- 
ment account is a natural target for bond salesmen. 
The bond business in Canada is conducted almost 
entirely over the telephone, and the buyer and seller 
rarely meet except for occasional social contact to 
establish that the voice at the end of the line is not 
entirely disembodied. If the opinions of all bond 
dealers are not of equal weight—and they most cer- 
tainly are not—a cross-sectional view of opinion does 
make for a better understanding of new develop- 
ments. Constant contact with the investment com- 
munity is also essential to know what the market is 
doing, and why it is doing it, and the flow of infor- 
mation will include hour-by-hour reports on the 
actions of the Bank of Canada and rumours of new 
issues, as well as more precise information about 
prices, bids, and offerings. Gossip and the exchange 
of information, accurate or otherwise, is an integral 
part of the investment business, and while an intelli- 
gent manager can get by without listening in on the 
party line, he can usually learn a great deal from it. 


ADVANTAGES OF ACTIVE TRADING 


It is difficult to maintain close contact with the 
market, however, without participating actively in it. 
Information is usually given in the hope that it will 
produce some business. If for this reason only, the 
trading or “switching” carried out by an institution 
has some valuable by-products. But active trading in 
the market has other and more measurable advant- 
ages. To understand why, it is necessary to examine 
briefly the mechanics of bringing out a new bond 
issue and the impact of new issues on the market. 
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A normal relationship exists between bonds of 
different issues in the market, which depends upon a 
number of circumstances, including the financial 
strength of the issuer, the number of its bonds in cir- 
culation, the frequency of their appearance in the 
market, and the relative success of recent issues. 
There is a kind of pecking order in the marketplace, 
ranging downwards from Canada bonds. Of the pro- 
vincials, Ontarios are usually held in highest esteem 
(they on occasion sell on a lower yield basis than 
Canadas), with Quebecs and Albertas next, and rang- 
ing down to Prince Edward Islands and Newfound- 
lands. The best quality municipal and corporate 
bonds tend to be equated with medium grade pro- 
vincials. 


IMPACT OF A NEW BOND ISSUE 


When a new issue appears, however, it exerts a 
depressing effect on the market for bonds of the 
issuer (and to some extent on the market generally), 
and the normal ratio of its yields to yields of other 
issuers is temporarily disturbed. It therefore usually 
pays to buy new issues and to trade out bonds that 
have already been digested by the market. To be 
more precise, suppose that before a new issue of 
Ontario bonds the yields of Ontarios and Quebecs 
are 5.35% and 5.40% respectively, and the new 
Ontarios are priced on a 5.45% basis to make them 
attractive. A buyer may find it possible to switch old 
Quebecs for new Ontarios on an even yield basis. 
Later on, when the Quebec Government comes to the 
market at say 5.50% and the Ontarios have been 
absorbed by the market, he may be able to sell his 
Ontarios at 5.40% in exchange for the new Quebecs 
at 5.50% and improve his yield. 


Moreover, on each new issue the dealers make a 
profit of up to a point. If an issue is slow, they may 
pay higher prices on the bonds they accept in trade 
than the market for the bonds warrants. That such 
transactions do take place, of course, may simply 
mean that the new bonds were overpriced in the first 
place, but they do tend to make new issues even 
cheaper than might be expected from the normal 
price relationships. This trading process is not infal- 
lible, but it works often enough to produce a steady 
and healthy appreciation in the value of the portfolio. 


INCREASED TRADING OPPORTUNITIES 


There is an additional advantage for institutions 
in buying new issues on a trading basis, and this is 
particularly relevant to funds which are static in value 
and not augmented by steady or periodic injections 
of new money. It establishes the fund as a regular and 
large security buyer. When issues come along that are 
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A HYPOTHETICAL EXAMPLE OF POSSIBLE PROFITS 
FROM TRADING 


Basic assumption is stable market, except for 
some downward pressure on provincials caused 
by new issues. 


1. Suppose that weeks before a new Ontario issue - 
Ontario 20-year 514% bonds 


are selling at... 9834 (5.35%) 
Quebec 20-year 514% bonds 
are selling at ................. -9BY4% (5.40) 


Sell $100,000 Ontario, buy Quebecs, 
take out 1/4 point. 


2. New Ontario issue announced, 


20-year S2G's at ...........5.......-.- 9714 (5.45) 
Sell $100,000 Quebecs (as above) 9714 (5.45) 
Buy $100,000 Ontarios 

(new issue) ............... in QTY (5.45) 


3. Ontario issue digested, new Quebec issue 
announced, 20-year 514’s at 97 (5.40) 


Sell $100,000 Ontarios 
(last issue) at .......... so 9BY4 (5.40) 


Buy $100,000 Quebec (new issue) 97 (5.50) 
take out 11/ points. 


4. Quebec issue digested, return portfolio to 
original balance as in (1) 


Sell $100,000 Quebecs (last issue) 98 (5.42) 
Buy $100,000 Ontarios(last issue) 9814 (5.38) 
pay up !/ point. 


Total gain from cycle, with original position 
established, 114 points, or $1,250. 














in strong demand and sell immediately to a premium, 
the fund has a claim for a reasonable share at issue 
price based on its past purchases of other new issues. 


This general policy can be extended to trading in 
outstanding issues. The market is often imperfect, 
and from time to time a demand develops for a cer- 
tain issue at prices out of line with comparable bonds. 
This demand may be a product of a buyer’s whim, or 
of market irrationality, but it is much more likely to 
be the result of an attempt by the sinking fund of the 
issuer to meet a mandatory’ purchase quota. What- 
ever reason prompts the buyer, an institution should 


’ be prepared to move out of the issue in demand into 
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bonds of equal quality that are available at a cheaper 
price. It is a cliché in the business to say that you give 
the market what it wants and buy what it doesn’t, 
but it has a solid basis in logic. Trading opportunities 
are increased by letting the dealers know the fund’s 
objective and by providing them with current lists of 
holdings. This encourages them to put forward sug- 
gestions for switches, and their advice, if reasonable, 
should not be lightly disregarded. It is the dealer's 
function to match buyers with sellers and to correct 
imperfections in the market by arbitrage operations. 


Trading activities will be influenced by a number 
of considerations apart from pure yield comparisons. 
When the income from a fund is taxable, lower cou- 
pon bonds selling at a discount are much more attrac- 
tive than higher coupon bonds selling at par or above 
because the amortized discount is regarded as capital 
appreciation and is not taxable. The differential be- 
tween two bonds of equal quality and term may be 
substantial. On October 13th, for example, Canada 
514% bonds of 1975 sold on a 5.16 basis and Canada 
314% bonds of 1976 on a 4.96 basis. The yield spread 
may also be affected by the relative supply situation 
in the issues being compared, but the principle is still 
valid. One consequence of this is that non-taxable 
funds can profit from buying higher coupon bonds 
rejected by the taxable accounts. 


Another element affecting switching is the meth- 
od used to account for realized profits and losses on 
sales of securities. Some institutions follow the prac- 
tice (possibly because of tax considerations or of 
governmental regulations) of charging part or all of 
realized losses to current income. Other firms simply 
prohibit sales that would result in a loss. At lower 
levels of bond prices these firms are inhibited from 
switching and lose out on many attractive opportun- 
ities to raise the average yield on their assets. These 
‘practices make the opportunity for those not bound 
by such inhibitions all the greater, and this suggests 
that the management of any fund should give more 
than passing consideration to reviewing the .account- 
ing procedures it uses for security transactions. The 
most desirable system would permit trading without 
penalty at all levels of bond prices and would put 
the merits of switching on a pure yield basis, assuming 
no tax or legal questions arise. 


EMPHASIZING LIQUIDITY 


If an institutional fund does embark on a trading 
programme, it should emphasize liquidity in the new 
issues it purchases, even at some sacrifice in yield. 
Municipal serial bonds are notoriously difficult to 
trade, whereas corporate bonds usually have a very 
good secondary market because of sinking fund pur- 
chases by the issuing company. The question is how 





much yield should be sacrificed for liquidity. It is the 
writer's experience, which is supported by the exper- 
ience of other active traders, that yields can be in- 
creased through trading by at least 1% per year on 
the asset value of the bonds traded and that the sac- 
rifice involved in preferring liquid instruments is 
usually very small in relation to this. 


PRICE MOVEMENTS — CANADA 41/,,% BONDS, 1983 
September 15, 1958 — October 19, 1961 
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In summary, it is the contention of this writer 
that it pays to trade actively. It keeps the investment 
manager in close touch with what is going on in the 
market. It pays in terms of steady improvement in 
yield or capital appreciation, and it pays by improv- 
ing the bargaining power of the buyer on scarce 
issues. And if one is prepared to allow non-financial 
considerations to intrude, it keeps the buyer active 
and on his toes and gives him greater sense of 
participation in the market. 


ANTICIPATING THE BOND CYCLE 


Active trading provides one source of possible 
improvement in a fund’s position. Another opportun- 
ity open to an alert investment manager is to try to 
anticipate the bond cycle. One of the main character- 
istics of interest rates these past few years has been 
that rates have fluctuated frequently and sometimes 
violently. This fluctuation provides scope for placing 
new money into shorter term securities when long 
term rates are relatively low by normal standards, and 
bond prices high and, to a limited extent, for switch- 
ing part of the long term portfolio at these times 
into shorter and more liquid bonds. When interest 
rates rise again, the short term securities can be liqui- 
dated and the proceeds put into the long market at 
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the lower prices then prevailing. Needless to say there 
are some risks in this type of manoeuvre. The change 
in prices may not be enough to compensate for the 
loss in interest from holding the lower yielding short 
issues. The manager’s judgment may be faulty, and 
he may miss the best time to move at either end of the 
cycle. It is difficult to buy or sell any volume of 
bonds when the market has turned definitely in one 
way or the other because everyone else is trying to do 
the same thing at the same time. 


Although operations of this kind require a 
sophisticated manager and an understanding board, 
the opportunities for profit presented during the past 
few years have been great. Taking the Conversion 
Loan 414% bonds of September 1, 1983 as a bench- 
mark, anyone who called the main turns perfectly 
could have sold this bond at par or close to it in 
September 1958, just after the issue came out (or sold 
short), bought at 83 a year later, sold at 95 in Sep- 
tember 1960, bought back at 89 in December, and 
sold again at 94 in August, 1961, a total movement 
of 40 points in three years. Even assuming a manage- 
ment performance considerably short of perfection, 
and allowing for some loss of interest, the apprecia- 
tion in the value of the fund and in the yield from it 
could have been substantial. 


Active trading, and playing the bond cycle, is 
sometimes criticized on grounds of propriety or even 
morality. This stand is often associated with the 
traditional view that a bond is something to be bought 


and put away. It is also argued that too much 
trading makes new issues more difficult to sell, “they 
have to be sold twice,” and produces much wider 
swings in bond prices as buyers as well as dealers try 
to anticipate the turns. There is undoubtedly some 
truth in these allegations, because the more that long 
term bonds are held on a short term basis, the more 
sensitive the market will be to developments which 
bear on bond prices. Nevertheless, the fact that trad- 
ing is so profitable at present reflects market imper- 
fections and lack of mobility and maturity. By broad- 
ening and deepening the market for bonds in Canada, 
active trading can in fact create better conditions for 
marketing new issues, as well as provide more 
opportunities for the disposal of outstanding bonds. 


CHECKS AND BALANCES 


In any event a mature and sensitive market pro- 
duces its own checks and balances. The more market 
imperfections are reduced by trading, the fewer 
opportunities there will be for large profits—and the 
less attractive trading will become. If more people 
try to anticipate basic changes in interest rates, not 
only will the sale or purchase of large amounts of 
long term bonds become more difficult at the extremes 
of the cycle, but the effect of the selling or buying 
that takes place will be to reduce the height of the rise 
or the depth of the fall. We are, in fact, more likely 
to have a stable market in long term bonds as the 
market matures in depth and sensitivity. 





IGNORANCE OF OUR SYSTEM 


Why is there the threat of the overthrow of our 
system? In particular, why is there the danger of its 
deterioration from within, abetted even by some in- 
tellectuals and thought leaders? Could it be that those 
who believe in the system—while recognizing that 
anything human is imperfect—have taken too much 
for granted, and have failed to explain it to the un- 
converted? The disciples of Communism claim that it 
will provide the masses with higher living standards 
and more economic freedom. Their statements show 





ignorance of the actual effects of our system, ignor- 
ance of the real effects of other systems with which 
ours is compared, or deliberate attempts to misrep- 
resent. We cannot stop misrepresentation by reasoned 
argument, but we can correct the first two and we 
can try to offset the effects of the last by disseminating 
concise and clear information on our system and the 
demonstrable reasons why it deserves to survive. 


—Herbert H. Lank, DuPont of Canada 
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Policies for Corporate Giving 


Large corporations are, say the authors, more and more acknow- 
ledging that to do a good job regarding philanthrophy they must 
invest great amounts of time, effort, and intelligence. A planned 
rational policy of corporate giving is necessary, they assert, both 
for the sake of the company and for the sake of the charity. 


GoRDON R. FINCH AND J. GREGORY O’NEILL 


Business executives in Canada and the United 
States are giving considerable attention to the ques- 
tion of the charitable contributions that their firms 
should make. How much and to whom are the basic 
questions of concern, but increasingly new forms of 
making the donation are being discovered; so there 
naturally arise questions about how to make the 
donation. 


In order to throw some light on these questions 
for those who have not yet answered them to their 
own satisfaction, this article will first examine the 
solutions some firms have arrived at and then suggest 
a tentative framework that others might use. 


WHY DONATE AT ALL? 


Two sets of arguments support the contribution 
policy of the business enterprise. One is a more sel- 


fish, starkly economic viewpoint, which says that the 


company is made to appear as a “good” corporate 
citizen to employees, suppliers, and, most important, 
customers, provided sufficient publicity is attendant 
to the donations; donations provide a “positive” ex- 
ample of capitalism and thus work against the 
encroachment of socialistic tendencies usually expres- 
sed today in free enterprise societies through higher 
corporate taxation; stockholders, many of whom are 
philantrophically equipped and inclined, may react 
if no donations are made; and the rejection of 
requests for donations may result in bad public 
relations. 


The second and more humanistic approach rests 
on another basis entirely: history shows that authority 
and responsibility go hand-in-hand. In the past, any 
group or society that has had authority but declined 
responsibility has been eliminated (as for instance in 
the cases of the Roman Empire and the aristocrats of 


monarchial France). Business today has strong social 
power and its counsel is sought by government and 
community; it must assume the responsibility concom- 
mitant with this power. Business declined such re- 
sponsibility in the early years of the great depression, 
and as a result its social power was considerably 
eroded through government action. Certainly, a busi- 
ness enterprise has obligations to society and should 
welcome responsibility in all phases of citizenship 
and participate with all other elements of the com- 
munity in civic affairs, welfare programs, improve- 
ment of educational facilities, and, other measures to 
insure health and safety. The corporate form of organ- 
ization can exist only in a suitable social setting, and 
such a setting deals with the “whole man,” not just 
economic man. 


Naturally, there are opposing views on the 
question. Those who would avoid a practice of mak- 
ing donations argue that there are dangers when 
social responsibility is assumed by any body other 
than the state and contend that the business firm 
that competes aggressively, earns optimum profits, 
stays responsive to the market, and pays fair wages 
and increased taxes is performing its entire social 
responsibility. Those who hold these views are vocal, 
but not many in number. 


For the firm that has agreed to donate, and thus 
tax its customers for the support of worthwhile 
causes, a positive, planned policy is needed. A policy 
of dispersing charity and educational support on the 
basis of pressures and executive whim constitutes no 
policy at all. In fairness to customers, shareowners, 
and employees, as well as to recipients of corporate 
support, there should be a rational policy that makes 
such support a sound investment in broadly conceived 
terms. 
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THE NEED FOR A PLAN 


During the past fifteen years, noticeable changes 
have emerged in the outlook of companies towards 
giving. Instead of spontaneous donations under im- 
mediate or local pressures, gifts are now made on the 
basis of a planned program. Instead of one or two 
senior executives deciding to whom and how much, 
large corporations have now established organization 
components or company foundations precisely to deal 
with philanthropy. Indeed, large corporations, in gen- 
eral, are more and more acknowledging that to do a 
good job regarding philanthropy they must invest 
great amounts of time, effort, and intelligence in the 
development of philanthrophic programs and phil- 
osophies. 


If one particular segment of corporate giving is 
analyzed—education— it will be clear just how much 
consideration is being given to the matter of philan- 
thropy. In 1953, General Electric undertook a major 
analysis of its aid to education. Thereby it found need 
for more uniform direction and clearer purpose—in 
short, a formalized plan for making grants that would 
be in what it considered “the Company’s best inter- 
est.” With this analysis in hand, the Company 
established a company foundation through whose 
administration grants are made that annuaily total 
two million dollars. 


Similarly, Shell Oil Company, with sincere con- 
cern over support of higher education, established a 
company foundation through whose administration 
large annual donations are made. Further analysis of 
corporate giving reveals that large businesses are 
more and more supporting other areas of “social 
responsibility.” In particular, companies with philos- 
ophies that approve of corporate giving contribute 
large sums to the support of charities, the United 
Appeal being a major recipient. 


Big businesses today are going beyond the con- 
ventional -fields in their philanthropy. A striking 
example of departure is the O’Keefe Centre in Tor- 
onto. This structure, built through the suggestion of 
E. P. Taylor, chairman of Canadian Breweries Limited, 
was erected for the ‘operation of the cultural centre 
for the benefit of the community.” Canadian Brew- 
eries will purposely make no profit on the endeavour. 
The Centre is concerned with the whole gamut of 
cultural entertainment and it operates on the principle 
of “gains on some to be offset by losses on others.” 
The objective of the endeavour remains solely, “to 
make a contribution to the development of the per- 
forming arts.” Likewise, in New York City, the 
Lincoln Center for the Performing Arts has been 
erected through the endeavours of John D. Rocke- 
feller III and Clarence Francis (former chairman of 
the Board of Directors General Foods) at a cost of 
seventy-five million dollars. Definitely, in analyzing 
corporate giving one sees a striking revolution in the 
creation of these “arenas for art,” a practice corpor- 
ations hitherto have virtually shunned. 


As stated earlier, in addition to changes in the 
size and nature of corporate gifts, there have emerged 
also significant changes in who handles the matter 
and how much time is spent thereon. Many companies 
now appoint a special officer with top executive re- 
spect and judgment; others have special committees; 
many have established company foundations. In short 
what has emerged is this: where demands on execu- 
tive time and company coffers are small, one execu- 
tive or a small committee will handle the matter. 
Conversely, where a large company has an approving 
philosophy towards giving, a foundation is usually 
established. Specifically, foundations have been estab- 
lished to permit a company to maintain its contti- 
butions despite ups and downs in its earnings, to 
improve administration of company giving, and to 
discover and apply the best means of using available 
resources equitably in all program areas. 





THE BIBLE ON CHARITY 


4. Charity suffereth long, and is kind; charity envieth 
not; charity vaunteth not itself, is not puffed up. 
5. Doth not behave itself unseemly, seeketh not 
her own, is not easily provoked, thinketh no evil; 
6. Rejoiceth not in iniquity, but rejoiceth in the 
truth; 7. Beareth all things, believeth all things, 
hopeth all things, endureth all things. 8. Charity 
never faileth: but whether there be. prophecies, they 
shall fail; whether there be tongues, they shall cease; 
whether there be knowledge, it shall vanish away. 
9. For we know in part, and we prophesy in part. 





10. But when that which is perfect is come, then 
that which is in part shall be done away. 11. When 
I was a child, I spake as a child, I understood as a 
child, I thought as a child: but when I became a man, 
I put away childish things. 12. For now we see 
through a glass, darkly; but then face to face: now I 
know in part; but then shall I know even as also I 
am known. 13. And now abideth hope, charity, 
these three; but the greatest of these is charity. 


Corinthians 13:4-13 
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SMALL COMPANY GIVING 


A review of small companies that operate either 
on a local or regional scale shows the existence of 
very diverse procedures regarding donations. Very 
definitely the “1% before taxes,” which is a common 
budget amount in many large concerns with an ap- 
oats philosophy, is not common amongst smaller 

usinesses, Futhermore, it can be argued that small 

business giving is primarily because of fear—fear of 
customers’, employees’, suppliers’, and shareholders’ 
reactions if certain contributions were not forth- 
coming. 

Small companies, operating in one or two areas, 
frequently complain of the plague of requests for 
contributions. Most small businesses develop a “yard- 
stick” that indicates quite specifically which requests 
will be favoured. There are, however, few general 
formulae for small companies to follow, and, because 
of each small concern’s peculiar traits and lack of 
substantial resources, no simple pattern can be 
developed satisfactory to all. 


Various “yardsticks” are in use. Many base their 
gifts on such factors as the preceeding year’s profits, 
tradition, habit, or percentage of the payroll. One 
firm’s arrangement exhibits the uniqueness of the 
small company’s plan, and it also shows how atten- 
tion to competitor's contributions influences donation 
decisions. This company states quite unashamedly 
that its gifts are based on what other companies in 
the area give. In establishing its plan, another Cleve- 
land based company chose nineteen similarly-sized local 
companies, calculated the total Cleveland net profit of 
the nineteen companies plus itself, calculated its share 
of the total, and concluded that any worthy donation 
request would receive four percent of what the twenty 
firms in its group contributed to the cause the 
preceeding year. 


AN EVALUATION 


With this review of attitudes and practices be- 
hind us, we can now turn to an evaluation of the 
underlying philosoplies. The first attitude views busi- 
nessmen as a group that can and must keep the 
wheels of society revolving. This approach is pre- 
mised on the belief that if the capitalistic countries 
are to progress at least as fast as their eastern 
adversaries, aggressive action by all segments of the 
nation is needed. Yet, how enveloping are business 
donations? Particularly, examine such gifts as the 
O'Keefe Centre: What good does such a gift do the 
whole society ? Does it not appeal only to a select few 
and not the masses? Further, despite all the aggres- 
sive striving and continually greater assistances from 
business, are there not many, many capable people un- 
able to obtain a college education and many such people 
without jobs? We must ask, then, given a sincere 


acknowlegement of social responsibility, can business 
philanthropy fulfill the inadequacies in the circuit of 
our society? Undoubtedly we must admit capitalism, 
like communism and socialism, has its weaknesses. 
Business contributions, no matter how extensive, how 
planned, or how executed, cannot overcome all the 
weaknesses of our society. Are the supporters of this 
reasoning then not being somewhat too pretentious? 


Next, let us examine the other segment of the 
business men with an “approving philosophy’—the 
group who give because they fear the consequences 
of not giving. To begin with, how mature and sound 
is this thinking ? Can one businessman retain a custom- 
er's business though he has the highest price and 
poorest quality by supporting that customer's favorite 
charity ? Similarly, a business man’s relationships with 
suppliers, employees, stockholders, and competitors 
can be examined. Undoubtedly in certain specific in- 
stances a businessman can derive advantages through 
supporting a specific request: yet, in the long run 
it is the businessman’s business ability that provides 
success. Businessmen who give to evade pressures 
often contribute irrationally. Furthermore, such phil- 
anthropy can lead to nothing but a vicious circle. 


Thereby two conclusions seem apparent regard- 
ing businessmen who support extensive giving. They 
either advocate giving because they believe business- 
men have social responsibilities, or they feel business 
must give to evade the criticism of any number of 
pressure groups. 


On the other hand, there are businessmen who 
look primarily at business donations as an expense 
like any other expense: that is, if the expense is 
justified and will achieve value, it is worthwhile, 
otherwise it is not. They see philanthropy as having 
no place in business and consider that keeping up 
with the corporate Joneses is both costly and wasteful. 
This group demands that all business donations be 
sound investments over both the short and long 
term: to them corporate giving makes good sense only 
if it makes good economic sense. Such an attitude 
towards business donations has considerable merit, 
though some base level, below which business phil- 
anthropy should not fall, seems necessary. 


Finally, there is the group in opposition to busi- 
ness donations. This group maintains that business 
is business and social responsibility is out of bounds. 
Definitely, as has been outlined earlier, strong argu- 
ments can be made in favour of business giving, 
which many in our capitalistic society feel should be 
a part of the social responsibility of business. Many 
of those opposing corporate giving feel that business 
responsibility ends with making a profit and per- 
forming efficiently, thereby providing jobs, wages, 
dividends, and taxes. To this group welfare financing 
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is the job of the community, assisted by a proper 
dispersal of tax receipts. Those who disapprove of 
corporate donations believe that in a free enterprise 
society welfare is automatic. But is this so? Where 
would many unemployed persons who have over- 
drawn their unemployment insurance benefits be if 
charity could not assist them? The concept of a plur- 
alistic society, where business, government, labour, 
and agriculture act independently has merit, but too 
often the capitalistic world has realized that strict 
segregation of the groups does not achieve the 
greatest benefit for the greatest number. 

Furthermore, if all businessmen disapproved of 
business donations, how could capitalists strive to 
maintain and increase the strength of their convictions 
in this world of diverse social order. If huge sums 
were not forthcoming, particularly for education, we 
would undoubtedly be left far behind the Communist 
nations. Businessmen’s money and talent undoubtedly 
do a great deal to help the free-enterprise nations 
maintain their influence and significance. To adopt 
the disapproving philosophy is undoubtedly to adopt 
stagnation, obsolescence, and erosion. 


A FRAMEWORK FOR BUSINESS DONATIONS 

Plans for business donations that are purposeless 
and generated from a fear of social censure or a 
desire to ‘follow the leader’ should be rejected. Such 
practices lead to wasteful and frivolous spending and, 
moreover, cause dissatisfaction in the long run, for the 
recipients rarely know where they stand from cam- 
paign to campaign, from good profit year to poor 
profit year. A planned, rational policy of corporate 
giving should emanate from the foundation of equat- 
ing business’ social power with its social responsibil- 
ity. This need not lead to a monolithic society as is 
suggested by some opponents of business donations, 
for business is but one member of society. The prin- 
ciple of democracy is observed when all groups share 
equally in their obligations to society. 


The crux of the matter is determining a “fair 
share” for specific types of welfare. We suggest that 


the community has a responsibility to provide basic 
amounts to protect certain segments of society, speci- 
fically, the aged, the infirm, and the unfortunate and 
to provide basic assistance to higher education. It 
should be noted the word “basic” was employed. Just 
what constitutes “basic” is a moot point, and it can 
be argued that government is providing more than 
the basic amount in, say hospitalization in Ontario, 
but less than a basic amount in grants to higher 
education—and vice versa. 


The role to be played by business is, we suggest, 
in providing grants, for specific purposes according 
to its own needs and interests, that will provide a 
sound investment, both short and long run, for its 
stockholders, We agree that pure philanthropy has 
no part in business. The reasons for donations should 
be purely economic, but such economic reasoning 
should be broadly and imaginatively conceived and 
consistently and efficiently translated into action. 
Thus, support for higher education—at specific uni- 
versities that contribute the type of man power 
needed—can be logically justified by the reasoning 
that educated people make better employees, educa- 
tion provides higher incomes and a higher standard 
of living, and thus company sales are increased. Con- 
sistency and efficiency should be a part of the decision 
how best to provide how many dollars for whom. 
Doubtless, a percentage of profit must be a guide, 
but businesses should establish a type of “sinking 
fund” (alternatively a foundation) to ensure consis- 
tent giving throughout fat and lean years. This 
requires thought and planning. Finally, there is much 
to be said for establishing patterns and eliminating 
duplicate canvassing through the medium of business 
and industrial associations and chambers of commerce. 
This type of “combine” would be highly acceptable. 


In conclusion, we maintain that business has a 
responsibility to society and we support the concept of 
business donations that are rationally conceived, care- 
fully disbursed, consistent with the economic goals of 
the business, for specific purposes, and distinct from 
the basic welfare contributions allocated by the state. 





WHAT PRICE ECONOMIC GROWTH? 


The authors of “What Price Economic Growth” 
suggest that a new system of taxes and rebates should 
be applied to business firms, based upon a target rate 
of growth. If the target rate of growth in output (or 
in value added) were set at 5 per cent, then all firms 
that exactly attain that target should have these new 
taxes exactly offset by rebates. Firms that grow by 
more than 5 per cent in a year would receive a rebate 
larger than the additional tax, and firms whose rate 
of growth fell below 5 per cent would receive a rebate 
smaller than the additional tax. The authors suggest 





that very small firms should be allowed the alternative 
of opting out into more normal systems of taxation, 
although ‘once having entered into the scheme they 
would not be permitted to withdraw, at least until 
their payments into it had matched the rebates re- 
ceived.” But among bigger businesses “requests for 
exemption of firms in declining industries or in situ- 
ations in which market forces make it very difficult 
to achieve growth . . . must be firmly rejected.” 


—The Economist 
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The Personnel Function: 


A Practitioner’s Approach 


The necessity of grappling with the day to day collective bargain- 
ing problems has inhibited the growth of a sound body of per- 
sonnel prnciples in other fields, says the author. The various 
facets of the personnel function vary widely, producing anomalies 
that engender misunderstanding and perplexity both among 
personnel people and outsiders. 


Personnel Administration and Industrial Relations 
have been analysed and dissected and appraised and 
projected more than any other management function 
in recent years. Yet the terms “Employee Relations” — 
“Industrial Relations’ —‘‘Human Relations” —Person- 
nel Management’’—all vie with one another for pre- 
eminence and are often used interchangeably. 


Indeed, the ‘“‘man on the street’ ’is often unaware 
of the difference between “public relations” and 
“industrial relations.” The Personnel Manager appears 
to many as merely an employment agent; others vis- 
ualize him as the manager of a glorified counselling 
service, Or as an organizer and master of ceremonies 
at picnics, or as a tough union negotiator. This con- 
fusion in terminology may seem to be a superficial 
problem. But a semantic confusion is often both the 
cause and the result of deeper difficulties of substance. 


DIVERSE RESPONSIBILITIES 


If people are justified in being confounded by 
the profusion of the somewhat obscure job titles, 
there are grounds for even greater bewilderment 
about the diverse responsibilities that are often lump- 
ed under the personnel function. Certainly there does 
not appear to be any similarity or even a relationship 
between, say, the management development function 
and the collective bargaining function. The very qual- 
ities that lead to success in the one area may cause fail- 
ure in the other. Even the objectives, certainly the 
immediate ones, appear to be totally different. 


H. J. CLAWSON 


The person who is charged with administering 
the personnel policies of salaried, non-unionized 
employees has very little in common with the man 
who is responsible for administering a union agree- 
ment. It is sometimes disconcerting to see seminars 
and courses on “Wage and Salary Administration.” 
Anyone with even a meagre experience in wage 
administration, under conditions of collective bar- 
gaining, knows that the rules and the procedures are 
quite remote from those of salary administration for 
non-bargaining unit employees. Thus both the objec- 
tives and the techniques of the various facets of the 
personnel function vary widely, producing anomalies 
that engender misunderstanding and perplexity both 
among personnel people and among outsiders. 


IMPACT OF COLLECTIVE BARGAINING 


A major factor that has militated against the 
growth of a mature philosophy of personnel admin- 
istration has been the preoccupation with collective 
bargaining. 

“. . . it is now almost 25 years since ‘industrial 

relations’ began to be recognized as an identifi- 

fiable management function. During nearly 20 

of those years the preoccupation has been mainly 

with collective bargaining—the group relations 
aspect of that function. While the industrial re- 
lations practitioner, or the personnel man, as he 
was commonly called, did, in the beginning, make 
some faltering attempts to build a logical and 
rational system of personnel management, the 
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modest progress in this field was soon inter- 
rupted, before he even got ‘off the ground’ so to 
speak, by the march of events—mainly the rise 
and growth of unionization in industry. With 
some notable exceptions, the development of a 
disciplined approach to the administration of the 
human resources of industry was sidetracked by the 
necessity of coping with the problems of employee 
relations on a group basis—through unions and 
the collective bargaining process.”* 


Many serious mistakes have been made in collec- 
tive bargaining by well-meaning personnel men who 
have failed to perceive the difference between unilat- 
eral, individual, personnel administration, and contrac- 
tual, group, personnel administration. Many more 
mistakes will be made unless the principles of both 
types of oe administration are thoroughly 
understood. This is not to say that there is no room 
for the application of sound and equitable principles 
of personnel management to the management of 
bargaining unit employees. There must be a different 
emphasis, however. In any event, the necessity of 
grappling with the day to day collective bargaining 
problems has inhibited the growth of a sound body 
of personnel principles in other fields. 


AN APPARENT CONFLICT 


As a result of the divergent objectives and tech- 
niques of labour relations and personnel administra- 
tion, labour relations people often have only a 
superficial conception of what personnel people are 
thinking and doing, and vice versa. They live in 
almost different worlds and certainly speak different 
languages. There is, for instance, the apparent con- 
flict between the so-called “hard” approach and the 
“soft” approach in employee relations. The collective 
bargaining expert thinks that the personnel adminis- 
trator is one of those “happiness boys” —a human 
relations fanatic who would “give the farm away” 
if that were necessary to keep employees contented. 
The human relations devotees on the other hand 
think that the labour relations specialists are a cross 
between a Chicago gangster and Scrooge. Most of 
this misunderstanding has no real basis whatsoever. 
It is, indeed, regrettable that the phrase “human 
relations” has taken on the connotation of softness 
or that it is regarded as an approach to the handling 
of human resources that is colored by mere sentimen- 
tality. Perhaps this attitude is a legacy of those days 
when it was generally believed that the chief qualifi- 
cation for entry into the personnel field was “a liking 
for people.” However, this misconception of the 
underlying tenents of “human relations” goes deeper. 


1See H. J. Clawson “The New Challenge of Industrial Relations,” 
The Business Quarterly XXIV, No. 3, Fall 1959. P. 163. 
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The concept has been debased, not so much because 
of the dalicietactes of its practitioners, but because 
the idea itself had not sufficiently matured before an 
ill-considered label was attached to it. 


We are now beginning to see collective bargain- 
ing as one aspect of personnel administration. The 
fact that those who are concerned with collective 


bargaining appear to be more “hard boiled,” and per- 


haps a little more cynical, more legalistic, and less 
flexible, than those who have responsibility for other 
aspects of personnel administration does not indicate 
any fundamental difference of philosophy. The very 
nature of collective bargaining, involving as it does 
relations with employees as a group, rather than as 
individuals, precludes an approach governed by the 
ordinary canons of human relations behaviour. When 
one considers that the group is not merely the sum 
of the individuals composing it, but, in fact, is a 
distinctive entity altogether—the union as an institu- 
tion with all the normal institutional attributes—the 
difficulties involved become more clearly seen. This 
is further complicated by the fact that unions have 
become political institutions and pressure groups 
rather than just idealistic social movements. 


In addition, and this is obvious but basic, under 
conditions of collective bargaining, the greater part 
of personnel administration is subject to contractual 
obligations with all their accompanying rigidities and 
sanctions. Not only the original negotiation of the 
contractual rules, but the administration of such 
rules, must be governed by this reality. One need 
only mention the fact that action under a collective 
agreement is subject to final adjudication by an arbi- 
trator to see how different the approach must be. 


HUNCHES AND GUESSES 


Before leaving this bill of particulars on what 
is wrong with the personnel function as it is now 
being practiced, there is another vital problem to be 
considered. One of the difficulties of a staff func- 
tion such as that of personnel is that everyone, whe- 
ther in the line or in another staff department, thinks 
he is an expert on “people.” This is not the case to 
the same extent, for instance, with a staff function 
such as accounting, or even engineering. Unquestion- 
ably, this attitude toward the personnel function has 
created certain difficulties. On the one hand, it has 
caused us to be “on our toes” and to improve our 
performance in the technical aspects of our jobs; the 
greatest advances in performance have been in labour 
relations, where the prestige of the personnel man 
as a quasi-professional has ‘risen the highest. On the 
other hand, it has resulted in a babble of conflicting 
opinions and often unsound advice. Finally, it has 
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also interfered with the growth of the scientific 
method in personnel research. 


The lack of carefully thought out principles 
based on facts is a threat not merely to the personnel 
function, as such, but to the whole field of manage- 
ment. One writer has said (and he was a practitioner, 
too): “Personnel methods have relied too long on 
hunches, guesses and past experience.” 


DEVELOPING A LOGICAL SYSTEM 


How can a management function which em- 
braces diverse and apparently unrelated responsibili- 
ties, be developed into a logical and conceptual 
system? What should be the objectives of the per- 
sonnel function, and, more important still, how can 
we distinguish between what are objectives and what 
merely procedures? 


Overriding everything else is the necessity for 
recognizing that the personnel function is an integral 
part of the management function. The personnel 
function, in the same way as production, finance, and 
other aspects of management, “has,” according to 
Dr. Wright Bakke of Yale, “been carved out of the 
general managerial function; not put into it.” And 
further, Dr. Bakke states, “human relations, indus- 
trial relations, personnel relations are just new names 
for an aspect of the general managerial function as 
old as management itself.” * 


The general job of management is to use re- 
sources effectively for an organizational objective. 
Basically, there are six resources with which manage- 
ment must concern itself: money, materials, people, 
markets and nature. That function related to the 
understanding, the maintenance, the development, the 
effective employment, and the integration of the 
potential in the resource people is, in the words of 
Dr. Bakke, “the human resources function.” The 
term “human resources function” connotes the full 
scope of the people aspect of management much bet- 
ter than any other. It provides a logical framework 
within which we can develop the various aspects of 
that function on a more meaningful basis. 


Before dealing with some of these specifics, let 
me again quote from Dr. Bakke’s article: “The chief 
and central concern of the human resources function 
is not personal happiness, but productive work and 
the cooperative relations of people at work.” This 
summation not only admirably describes the objec- 
tives of personnel administration, but throws some 
light on the misconceptions of those who think that 
“human relations” involves merely a “bleeding heart” 


2Wright Bakke, ‘The Human Resources Function,” Yale Labour and 
Management Centre, Yale University, New Haven, Connecticut, 1958. 


approach. “Human Relations” means, of course, a 
study of the relationships of human beings to their 
environment. 


AREAS FOR IMPROVEMENT 


The specific areas of the human resources func- 
tion in which we must improve our objectives and 
our performance are as follows. This listing is by no 
means in order of importance, nor is it exhaustive, 
rather the areas named are merely highlights. 


PERSONNEL ADMINISTRATION 


It is no exaggeration to say that there has been 
less progress in this area in the past 25 years than in 
any other aspect of the human resources function. I 
am referring now, not merely to the common aspects 
of the job, such as, recruitment, selection, placement, 
salary administration, record keeping, induction, 
training, transfer, promotion, lay-off, termination, 
employee welfare, and so on (in all of which there 
has been some progress), but to the less obvious 
but more complex responsibilities—the organization, 
the understanding, and, chiefly, the motivation of 
people. Those pioneers in personnel who laboured 
so ably in the first third of this century, such as, 
Mary Parker Follett, Elton Mayo, Ordway Tead, and 
Thomas G. Spates, to mention a few, were for a 
number of years almost forgotten; their influence 
was interrupted mainly because of our absorption in 
collective bargaining problems. Now there are signs 
that some of their thinking is being resurrected. Even 
more important, just within the past few years, new 
and significant experiments and developments have 
begun to occur in the behavioral sciences that will 
have a profound effect upon the future practice of 
personnel functions. Such developments are long 
overdue; Robert Owen said in 1825: “If, then, due 
care as to the state of your inanimate machines can 
produce such beneficial results, what may not be 
expected if you devote equal attention to your vital 
machines, which are far more wonderfully constructed.” 


Thomas G. Spates, in his recent book Human 
Values Where People Work* has given us a definition 
of personnel administration: “The code of personnel 
administration is composed of the philosophy, the 
motives, and the methods of organizing and treating 
people at all levels where they work, so that they 
will achieve and give the best that is in them, while 
getting the highest possible degree of individual 
satisfaction.” If this definition accurately describes 
the purpose of personnel administration, then there 


8Thomas G. Spates, Human Values Where People Work, Harper & 
Brothers, New York, 1960. 
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is obviously a great deal of urgent and scientific 
work to be done. The younger people in personnel 
would do well to ponder whether or not the greatest 
rewards in the future lie in this direction, rather than 
in the direction of iabour relations activities. 


MANAGEMENT DEVELOPMENT 


Management Development is, of course, part of 
the broader field of personnel administration. Many 
companies, including my own, have organized this 
function separately from general personnel adminis- 
tration (i.e. within the Personnel Division, but sep- 
arate from the Personnel Administration Depart- 
ment). One of the reasons the personnel function 
has failed to develop in accordance with earlier ex- 
pectations is that the practitioners have been too 
busy with the routine personnel procedures involving 
rank and file employees. Thus the management 
group (and especially the more senior segment) has 
been neglected. And yet, if business is to achieve its 
objectives of organizing human effort with maximum 
effectiveness, the leadership performance of line 
managers must be developed and improved. One of 
the most challenging tasks in the future will be the 
advancement of proficiency in the selection, place- 
ment, evaluation, and development of people in, and 
for, the managerial group, including not only those 
who supervise other people, but also technicians and 
other specialists — generally what has come to be 
called high talent manpower. 


It is doubtful that Vocational Training properly 
belongs in a management development department. 
Nevertheless, industry will in the next quarter cen- 
tury have to increase and improve its vocational 
training efforts. If it does not, the government will 
take over this function, and perhaps at greater cost 
and along lines that may not be too useful. We have 
a great deal to learn from United Kingdom and 
European industry on this score. 


ORGANIZATION 


None of the principles of effective utilization of 


human effort can be implemented without a proper 
organization structure. Personnel people have been 
inclined to let responsibility for organization plan- 
ning go by default. Our unique vantage point for 
observing the deficiencies of communications that 
result from poor organization surely qualifies us as 
potential experts in this field. We should, therefore, 
equip ourselves to speak with insight and authority. 


LABOUR RELATIONS 


We have made substantial strides toward achiev- 
ing technical proficiency in the field of collective 


7 sip Va 


The Business Quarterly 





bargaining. Much still needs to be done and new 
problems will arise, but, on the whole, the field of 
labour relations is becoming more legalistic, more 
routine, and more predictable and the problems are 
no longer as baffling as they were 10 years ago. 


However, there is still room for a great deal 
more imagination and skill in our personnel attitudes 
and procedures with respect to a bargaining unit in 
the areas not covered by the collective agreement. 
Any action here must be taken with full knowledge 
of the realities of collective bargaining. On the other 
hand, it certainly must not involve attempts to under- 


mine the union. Within these limitations, there is | 
much to be done in the area of communications and | 


the development of a greater concern for the dignity 
of the individual. Stimulation of maximum produc- 


tive effort and self-fulfilment is just as important | 


here as in other groups. 


CONCLUSION 


The human resources function is an indispens- 
able element of the practice of management, which 
Peter Drucker has called: “the most important func- 
tion in American Society.” The survival of our econ- 
omic, social, and political system in the Western 
World may depend on how well we and all other: 
in management discharge these responsibilities. 


Personnel people must not expect any special 
privileges; they must face the same tests of organiza- 
tional usefulness and effectiveness as any other func- 
tion. One sometimes hears personnel men say that 
they feel frustrated because their function has not 
been wholly accepted or recognized by their com- 
pany. This lack of recognition may be due not to the 
cupidity of line managers, but rather to the quality of 
the staff man’s performance. The best way to get 
acceptance from the line is to serve the line well. If 
this is not done, any external trappings of authority 
will be meaningless and short-lived. The true nature 
of the personnel role is to assist line managers to be 
more effective in their relations with people. 


Nothing can replace native intelligence, the 
capacity for objective judgments, and experience in 
the development of human resources skills. But with 
the increasing complexity in human affairs, there is 
also a growing body of research works and special 
studies in this field. The problems of effective man- 
power utilization, or what has been called “‘adminis- 
trative intelligence,” are too complex to be governed 
merely by hunches, guesses, and experience. A more 
mature approach demands a solid background of 
principles and theory. 


The personnel man must never lose sight of the 
vital link between integrity and managerial compe- 
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tence. Dean Stanley F. Teele of the Harvard Busi- 
ness School has summed up this thought in the fol- 
lowing statement: “A man’s personal philosophy, his 
way of looking at the world and the men and women 
around him, determines his success as a manager of 
things and people more than any other single factor. 
His basic attitudes are far more significant than the 
techniques he uses . . . as we look ahead, we have 
reason to believe that this will be increasingly true. 
In short, the time may come when an evil man or 
one who has no clear sense of values simply cannot 
be an effective administrator.” 


While the individual concerned about human 
resources does not necessarily need a missionary zeal 
in the discharge of his functions, he must accelerate 
his intellectual growth and enhance his technical com- 
petence, and improved qualities of mind would be 
barren without improved qualities of character. For- 
tunately, the evidence as revealed by the calibre of 
most practitioners, and by their individual and col- 
lective efforts to educate themselves, provides assur- 
ance that the accomplishments of the last 25 years in 
personnel administration will be greatly surpassed in 
the next 25 years. 





CONSUMER AT A DISCOUNT 


Somebody once described the American con- 
sumer, that “clean, quiet, virtuous, domestic citizen 
who pays his debts and his taxes and is never heard 
of outside his little circle,” as the nation’s forgotten 
man. Over the past year or so, however, among 
bureaucrats, ne eB and other assorted eggheads, 
he has come to be an object of intense and unwonted 
concern. Last fall one author who sells better than 
he writes created quite a stir by exposing the “waste 
makers,” those evil-doers in commerce and industry 
who, by means of planned obsolescence, hidden per- 
suaders and other sordid tricks, were bilking the cus- 
tomers. Soon afterward, during a political campaign 
in which the quick retort and snappy phrase ran far 
ahead of the simple truth, the voters heard many a 
fervent denunciation of “private affluence and public 
squalor.” The consumer, so the U.S. was led to be- 
at was a hapless victim, a heedless spendthrift, or 

oth. 


Lately his behavior again has been wrinkling 
brows in high places. What troubles the authorities 
today, however, in striking contrast to last year, is not 
the propensity of people to spend their money, fool- 
ishly or otherwise, but their apparent reluctance to 
part with it at all, Because consumers “have been 
hanging on to more of their dollars,” said Secretary of 





Commerce Luther Hodges dolefully the other day, 
retail trade has ben lagging and the whole business 
recovery stands in jeopardy. “We cannot have mass 
production or mass employment,” he went on, “unless 
we first have mass stimulation of our latent wants.” 


The sudden solicitude for the well-being of the 
reeaage. private sector comes as a welcome, if 
ironic, change. Like its precursor, however, the new 
attitude in Washington reveals a deepseated lack of 
understanding of the ways of the family unit and the 
facts of the case. On the latter count, there is reason 
to suspect that retail sales have been running higher 
than the official figures, the defects of which are 
many, might indicate. Hence the lag which now looms 
as so alarming may be more illusory than real. No 
less unreal is the widespread myth that consumers are 
a witless lot who can be readily manipulated, or “stim- 
ulated,” into doing whatever the sponsor or the 
Government a to urge. The truth is that despite 
all lapses of judgment and taste, the American public 
is remarkably adept not only at discerning its genuine 
needs but also at filling them efficiently and cheaply. 
What Madison Avenue found out long ago, the 
consumer's critics sooner or later are bound to learn. 


—Barrons, October 1961 
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Ottawa Newsletter—continued 
average of 50 percent of capacity and yield a higher 
total revenue. 

T.C.A. has pioneered some package deals result- 
ing in lower fares. For example, an airliner which 
carries passengers for 334 cents a mile across Canada 
is forced by international agreement to charge up to 
13 cents a mile across the Atlantic. But special winter 
excursions slash the round-trip between Montreal and 
England to $329, contrasted to a regular first-class 
fare of $875: this is T.C.A.’s answer to the piracy of 
the less reliable but cut-rate charter flight. 

The experience of T.C.A. poses the question: 
should a Crown Corporation be subjected to political 
pressures urging individual profit before public 
service? As a creature of the Federal Government, 
T.C.A. is alas the target of many lobbyists. Canadian 
aircraft manufacturers urge that it should buy their 
aircraft rather than foreign products, regardless of 
price, utility, or merit. Privately-owned airlines 
urge that T.C.A. should make way for them on profit- 
able routes, regardless of the standard of service 
offered to the public. Certain food processors have 
driven T.C.A. out of the business of transporting 
fresh food because this diminished the public appeal 
of their processing. A private airline of course could 
not be subjected to such pressures; our publicly- 
owned T.C.A. should not be subjected to such pres- 
sures because this indirectly burdens the taxpayer and 
lowers the quality of the service. 


Washington Newsletter—continued 


drawn some innocent fun from anti-wine posters 
showing a smiling camel, happy as he can be because 
he does not drink alcohol. That, say the vintners, is 
just what you would expect of un chameau—and 
chameau is still a fighting word in France. 

French satisfaction with the progress of ECM 
was crowned by Britain’s unconditional acceptance 
of the Treaty of Rome in her application to join the 
European Common Market. Edward Heath, the Lord 
Privy Seal, made it crystal clear even to the dubious 
French that Britain wanted to enter the Common 
Market to strengthen it, not to destroy it from within. 
Mr. Heath bought the Coal and Steel Community, 
Euratom, and even the Bonn resolutions looking to 
closer political unity. He even bought the tariff 
structure and announced that British agriculture could 
no doubt adjust itself as well as any other set of 
farmers within the time-limit set for the rest of them. 
As for the Free Trade Area, some members had 
already sought entry, the neutrals would soon have to 
consider how much longer they could continue to 
segregate the economic from the political, and in any 
case the aim of EFTA itself was creation of a real 
European market. EFTA would have fulfilled its role 
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when its members entered or associated themselves 
with the Common Market. 


That left the Commonwealth, and it got short 
shift. Associate membership might be appropriate for 
some—meaning the under-developed members—Mr. 
Heath said. The rest—Canada and Australia notably— 
would have to accept readjustment of their trade with 
the United Kingdom and compensation by a general 
increase of trade with the Common Market as a 
whole. The United Kingdom would confine itself to 
pressing for the latter. 


There are already hints that as soon as Britain's 
entry is accomplished, the ECM would welcome nego- 
tiations for tariff reductions on certain items of inter- 
est to Canada and the United States—aluminum, for 
instance, on which the general rate might be brought 
down from 9% to say 5%. 


One thing is sure, negotiation of Britain’s entry 
into the ECM has been carefully prepared; discussion 
of details goes on at Brussels; it may move much faster 
than the public have been given any reason to expect; 
some informed officials expect it to be tied up by 
Christmas. Any meeting of Dominion Prime Ministers 
called to deliberate on the results will be for social 
and face-saving purposes only; when this negotiation 
is tied up, no Alexander will be invited around to 
cut the Gordian knot. 


The distant prospect, only faintly discerned at 
present, is for a much closer economic and political 
union of the entire Atlantic community. 


A first step may have been taken in the formation 
of the OECD, although this is concerned primarily 
with coordinating the efforts of the Atlantic Com- 
munity to aid underdeveloped areas. The OECD will 
carry on the work of the Development Assistance 
Group, which had begun to survey the problem. 
Donald Fleming, the Canadian Minister of Finance, 
was selected as chairman of its Council of Ministers 
to emphasize the importance of foreign aid, and at 
the same time to avoid giving the impression that it 
was being run by the United States. The U.S. was 
given the post of Deputy-Secretary-General. 


Such is the prospect at the time of writing. What 
acts of God or man may change it between now and 
publication, who can forecast? But, cataclysmic inci- 
dents aside, the prospect is not by any means gloomy. 
Most of Western Europe has never had it so good. 
The little guy never has has as much to look forward 
to since the United States shut the imigration gates. 
And with the return of Britain to the European Com- 
munity, there will have been re-established a unity 
that had not existed since the break-up of the western 
Roman Empire. 
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The advance of the Canadian economy has been 
spectacular. Matching it stride for stride during the past 
36 years, Industrial Acceptance Corporation has moved 
ahead, opening new offices, instituting and developing new 
services for a wide variety of businesses and occupations 
of customers served. 

Today, I.A.C. is the largest sales financing company in 
Canada, and the fifth largest in the world. A list of the 
services offered by the Company and its operating sub- 
sidiaries follows: 


INDUSTRIAL ACCEPTANCE CORPORATION LIMITED 


e Sales Financing e Capital Equipment Financing 
e Leasing Service Capital Funds 

e Portfolio Purchase e Purchase Credit Plans 

e Wholesale Financing 


MERIT INSURANCE COMPANY LIMITED 


e Automobile Insurance _e Industrial Insurance 
e Leasing Insurance  e Cargo Insurance 

e Residential Fire & Theft Insurance 

e Personal Liability Insurance 


NIAGARA FINANCE COMPANY LIMITED 


e Instalment cash loans for individuals and small 
businesses. 


INDUSTRIAL ACCEPTANCE CORPORATION 


LIMITED 
EXECUTIVE OFFICES: 1320 GRAHAM BLVD., 














TOWN OF MOUNT ROYAL, P.Q., CANADA 


Xo" 400 BRANCHES ACROSS CANADA SERVING CANADIANS AND CANADIAN BUSINESS 






























the confidence 
of our customers 


is our greatest heritage! 


Eaton’s of Canada has grown in size and importance 

on customer-confidence—on the faith the buying 

public places not only in the selections and values, 

but in the descriptions found in Eaton Advertisements, 
One of the first steps in customer-confidence 

is the realization that what an Eaton ad says about goods 


and prices can be trusted. 


If we should have any doubts concerning claims 

of quality, the merchandise must be tested 

and the statements approved by our Research Bureau 
before the descriptions may be used. 

More important, perhaps than anything else 

in establishing customer-confidence in Eaton’s advertising 
is the policy laid down by the founder of the firm— 
“Goods Satisfactory or Money Refunded”. 
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drive a long way before you find one of T.C.A.’s new DC8’s at an 
Imperial Esso service station. But they’re important Imperial customers just the same. 


The jet and the family car—together they mean 


lower gasoline prices 


The new DC8 jets are powered by a 
special jet fuel, as carefully tailored for 
its job as the gasoline for your car. 
Today gasolines and jet fuels are only 
two types of a whole range of products 
made by Imperial from petroleum. These 
products—over 600 of them—cover every- 
thing: gases which are turned into plastics, 
waxes for all kinds of needs, greases, 
lubricating oils, fuel oils and asphalts. 


This efficiency in getting everything 
out of every gallon of crude oil is an im- 
portant reason for lower fuel prices— 
whether for a DC8, a jalopy or the new 
family car. 

Gasoline is a bargain: in the last five 
years the average price of things people 
buy has gone up nearly 16 per cent, 
while gasoline has actually gone down 
about half of one per cent.* 

*DBS wholesale price index. 


IMPERIAL OIL LIMITED 


...for 82 years a leader in Canada's growth 
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21 specialized industrial salesmen, all experienced. 
Salary about 3 1/2¢ per call. Sound interesting? 


CALL TORONTO HI. 4-6641. Ask for them by name: 


Electrical News & Engineering, Electrical Contracting 
& Maintenance, Engineering and Contract Record, The 
Canadian Architect, Canadian Consulting Engineer, 
Shoe and Leather Journal, Furniture & Furnishings, 
Supermarket Methods, Canada Lumberman, Canadian 
Woodworker, Petro Process Engineering, Canadian 
Chemical Processing, Canadian Metalworking, 


Canadian Transportation, MacLean Building Guide, 





Electrical Equipment News, Industrial Digest, Hospital ; a 
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Administration in Canada, Executive, Engineering and rr 






Contract Record Directory, Chemical Buyers Guide 
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Canadian income tax legislation first made provis- 
ion in 1943 for the carry-forward or back of business 
losses against the taxable income of prior or sub- 
sequent years, but until 1958 losses could be deducted 
only from profits earned from the same business in 
which the loss was sustained. In 1958 this restriction 
was removed, and a taxpayer may now deduct his 
business losses from profits earned by him from any 
business during the year preceding the loss or the five 
following years. In the case of corporate taxpayers, 
however, this new privilege is available only in cases 
where 50 percent of the shares of capital stock have re- 
mained in the hands of persons who were shareholders 
during the year in which the loss was incurred. In 
cases where more than 50 percent of the shares have 
been acquired by new shareholders, the previous 
restriction still applies and losses may be carried 
forward only if the corporation continues to carry on 
the same business. 


In these circumstances the determination of what 
constitutes carrying on the same business can become 
a matter of considerable importance to many Canad- 
ian businessmen. While no clear cut set of rules exists 
to answer this question, some guidance has been pro- 
vided by a case decided by the Exchequer Court in 
1960. In this case the operator of an automobile 
service garage purchased all of the shares of a com- 
pany which previously had operated a similar garage 
but after losing a substantial sum of money had dis- 
posed of its assets and ceased operations. After the 
name of the “loss” company had been changed by 
supplementary letters patent, it acquired the assets 
and business of another garage in a different city and 
commenced operations again on a profitable basis. 


Based on these facts the court held that the busi- 
ness catried on after the recommencement of opera- 


Canadian Taxation 


and the Businessman 


K. W. LEMON, F.C.A. 


tions, although similar, was not the business in which 
the previous loss had been sustained and, therefore, 
the old loss could not be carried forward against the 
new profits. In reaching this decision the court stres- 
sed the fact that the company had ceased operations 
and implied that for this reason alone the business 
commenced at a later date must be a new business for 
the purposes of The Income Tax Act. 


This decision, undoubtedly, will result in a mark- 
ed decrease in the values attached to the charters of 
“loss” companies which have ceased operations. It is 
to be expected, however, that some taxpayers will 
continue to show interest in such charters in view 
of the wording of the statute, which does not restrict 
the deduction of losses to those incurred in the same 
business in cases where 50 percent of the shares of the 
company have been retained by persons who were 
shareholders during the loss year. Such taxpayers will 
have noted with interest that the applicable section 
of the Act does not distinguish between various 
classes or par values of shares or even between voting 
and non-voting shares but merely requires that 50 
percent of the number of shares (without regard to 
class or par value) must not have come into posses- 
sion of persons who were not shareholders at the time 
of the loss. They will also have concluded that the 
section of the Act which deals with options to acquire 
shares has not been made specifically applicable to 
the “loss carry-forward” provisions, so that the acqui- 
sition of an option to acquire shares is unlikely to be 
regarded as a change in ownership for the purpose of 
such provisions. 


As long as such opportunities are available under 
existing legislation, the Canadian businessman can 
anticipate some continuing market for the charters of 
“loss companies.” 
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The Unconscionable Transactions Relief Act 
1960, Revised Statutes of Ontario, Chapter 410, prob- 
ably deserves to be better known. Section 2 in part 
provides that ‘where, in respect to money lent, the 
Court finds that, having regard to the risk and to all 
the circumstances, the cost of the loan is excessive 
and that the transaction is harsh and unconscionable, 
the Court may re-open the transaction .. .” and grant 
certain other relief. 


This recently received judicial interpretation in 


Scott v Manor Investments Limited, 1961 O.W.N. 


210. Scott and his wife owned a house which they had 
bought in 1955 for $13,500 and on which they still 

- owed $10,000 by way of first mortgage. They were 
attracted to Manor Investments Limited not only by 
the obvious confidence that the name inspires, but 
also by an advertisement of theirs in the public press 
to the effect that mortgages could be arranged with- 
out bonus. After signing a number of forms, they 
found themselves committed to a second Mortgage of 
$3,200 with interest at 12% per annum, but the pro- 
ceeds of the loan turned out to be only $2,375. Manor 
Investments Limited retained the balance $825 for 
themselves while charging interest at 12% on the 
full $3,200 which over the three year term of the 
mortgage amounted to $1,152. The loan over three 
years thus cost the Scotts $1,977 as follows: 





Bonus $ 700.00 
Commission 125.00 
Interest 1,152.00 

$1,977.00 
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THE UNCONSCIONABLE TRANSACTIONS RELIEF ACT 


The net result was that after making their 
monthly payments of $45 faithfully for the full three 
years, they owed Manor Investments Limited more 
($2,655.93) at the end of that time than they had 
borrowed at the beginning ($2,375). At page 212 of 
the report His Honour Judge Timmins states—“A 
fair test in these cases, having regard to the author- 
ities, would seem to be, could the loan have been 
procured for less? . . . In this transaction having 
regard to the cost of loan, the smallness of the risk, 
the circumstances and financial record of the borrow- 
er, the character of the security taken, I consider the 
cost of the loan is excessive and that the transaction 
is harsh and unconscionable within the meaning of 
the statute . . . The cost of loan, in the circumstances 
of this case, which works out to interest at approx- 
imately 27.5%, I consider an abomination. This bor- 
rower was a small man—but he was a citizen with 
character, a good record of payments, a house, a car, 
and a job. If 27.5% is the rate of interest that could 
be charged within the law, in the circumstances here, 
then the average man would be in the grip of a 
vicious financial squeeze where he would never get 
out of debt, and it would be a sad commentary upon 
the standard of living of our citizens. I consider the 
manner of obtaining the loan by the lender company 
to be . . . (questionable). If there was to be a bonus, 
the mortgage agreement form . . . didn’t mention it. 
Interest was placed at 614% in the agreement, but 
that soon changed to 12% in later documents. The 
arranging commission of $125 was in the agreement, 
but it never appears again until after the transaction 
was completed.” 


Continued on page 274 
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Do your accounting 


with these ses 


IBM Units.... 











IBM Card Punch, 
IBM Accounting Machine and IBM Sorter 


More than likely your company can use an IBM Punched Card System to 
considerable advantage for general accounting, payrolls, analyses of any 
kind, daily reports for management, complicated manufacturing formulae 
and many other computations. 


IBM Punched Cards can be used wherever there is a sufficient volume of 
data. They provide fast, and accurate records, eliminate bottlenecks and 
streamline all accounting procedures. Systems can be as small as two units, 
with other units added as the job demands. 

Companies using IBM punched cards find them very, very time saving and 


efficient. Why not investigate the possibilities of using them in your com- 
pany? An IBM Representative will be glad to give you detailed information. 


IBM. 


INTERNATIONAL BUSINESS MACHINES COMPANY LIMITED punched card systems 


Don Mills (Toronto), Ontario 
Branches in principal cities A 


*Trade Mark 











CANADIAN ANNUAL REVIEW FOR 1960 


Edited by John T. Saywell, University. of Toronto Press, 
1961, 401 pp. $15.00. Wee 


Shortly after the beginning of World War II there 
appeared on the market the last of a series of Canadian 
Annual Reviews, which was first published early in the 
1900's. It was a rather dull compendium of government 
statistics, speeches, and brief notes on the activities of par- 
liament, company reports, and a host of other materials 
most of which were available by then in some other form. 
Anyone who is familiar with this “old” Review will find 
after a mere glance at the Canadian Annual Review for 1960 
that the only similarity between the two is the title. Further- 
more, if future editions match the present one in quality, 
style, breadth and depth of coverage, and timeliness, the 
new Review will become a reference work so indispensible 
that it will deserve a place in almost every home or office. 


Editor John T. Saywell, the historian and _ political 
scientist from the University of Toronto has moved on 
from his scholarly yet lively study of the Office of the 
Lieutenant Governor, transferred his enthusiasm and very read- 
able style to his contributors, and produced a Review which 
fills a rather glaring gap in the Canadian scene. Necessarily 
it contains some descriptive material, but it assumes very 
properly that one has read some of the newspapers of the 
year and can read the Canada Year Book for the routine 
statistics, and devotes the bulk of its pages to a critical and 
thought-provoking analysis of the events of the year. Here- 
in lies its stfength, for it gives us a kind of coverage 
previously unavailable—the kind usually turned out by the 
historian some 50 years later. 


Beginning with the Editor’s own coverage of Parlia- 
ment and Politics (in which he lets the chips fall where 
they may—some on Mr. Diefenbaker, others on the medical 
profession of Saskatchewan, more on Mr. Bennett) the 
Review covers External Affairs and Defence (with re- 
freshing analyses of the roles of Mr. Green and Mr. 
Pearkes), the National Economy (aided by only a. bare 
minimum of statistical tables) and concludes with a section 
on Life and Leisure (a rather large Ark into which a wide 
variety of animals has been gathered) which looks at educa- 
tion, law, science, the arts, and sports. A final section, con- 
taining death notices from the year’s press, concludes the 
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Review. Most contributions contain some historical material 
in order to provide the background needed for an under- 
standing of the events they deal with, but in the future 
this is likely to disappear, for the contributors Mr. Saywell 
has selected—all well versed in the area they discuss— 
need only refer the reader to the previous Reviews for such 
background. 


To the average book buyer the price of the Review 
may seem somewhat high when judged purely on the 
number of pages he is getting. Other standards must be 
used here, however, for in addition to having a very hand- 
some cover the book is “built to last,” just as a reference 
book should be. Not only does it provide fascinating and 
easy reading the first time ‘round, but in the future it will 
save more than its cost in the hours of research time it 
saves the business librarian, the speech maker, and the 
general reader. 


Finally, it is to be noted that its publication date was 
May 5, 1961—a remarkable feat considering the attention 
which it was obviously given. If the most valuable review 
of the past is the one which appears early, this series will 
have much merit. 


It is a pioneering venture, but it now has solid foun- 
dation. This Review for 1960 deserves a place in every 
company library; many executives will want personal 
copies as well. 


C. Kennedy May, U.W.O. 


MONEY AND CREDIT: REPORT OF THE 
COMMISSION ON MONEY AND CREDIT 


Prentice-Hall Inc., Englewood Cliffs, New Jersey, 1961, 
282 pp., Cloth bound $3.95, paper bound $2.00. 


Note: A summary of the Report containing all the 
recommendations that appear in the full Report is available 
for $.50 from the Commission on Money and Credit, 711 
Fifth Avenue, New York 22. 


The members of the Royal Commission to study 
Canada’s financial structure were appointed a few weeks 
ago just about twenty-five years after the Macmillan Com- 
mission Report appeared, the report that resulted in the 
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establishment of a central bank in Canada. As the work of 
the “Porter” Commission progresses, most businessmen 
will find themselves at times listening to discussions on 
the various aspects of this study, sometimes, unfortunately, 
by ill-informed if not uninformed participants. 


This review is not an attempt to analyze the Ps ei 
of the Commission on Money and Credit; far more author- 
itative persons have already done this. However, it is an 
attempt to stimulate interest in the study. The lay reader 
will not become an expert on the subject of Money and 
Credit, but he should acquire a worthwhile appreciation of 
some of the problems faced by our monetary and fiscal 
authorities. 


Money and Credit, ‘the first comprehensive survey 
in a century of public and private financial institutions, 
policies, and practices in the United States,” was published 
in June 1961 at the very time that public interest in mon- 
etary and fiscal matters was at an all time high in Canada. 


Among the questions to which the Commission ad- 
dressed itself were: Has the nature of the economy so 
changed that traditional adjustment and control mechan- 
isms are no longer adequate? Has the legacy of excess 
liquidity in the economy now been wrung out, and is a 
change in Federal Reserve Policy in regard to the growth 
of the money supply now required? Has too much reliance 
been placed on monetary policy and not enough on debt 
management, fiscal, and other credit policies to achieve 
national objectives? Can the regulation of the private 
financial structure contribute more effectively to stability 
and growth? How can government procedures be developed 
to ensure the necessary interchange of views on economic 
policy matters among the affected agencies and to co- 
ordinate policy measures to meet national objectives? 


While definite answers were found to none of these 
questions, the discussion of them, including such dissenting 
opinion as the lengthy and rather devastating criticism by 
the Vice-Chairman of “the Commission’s failure to deal 
adequately with the past and especially the future,” is well 
worth reading, particularly for a Canadian. Almost any 
policy aimed at the solution of these questions by the U.S. 
government would surely have repercussions on the welfare 
of the sparcely populated country to the north. Further- 
more, the almost ninety recommendations deal with many 
subjects that will be closely examined in Canada during the 
next two or three years. 


The outlay of almost one and a half million dollars to 
finance the final report and the one hundred and eight 
special studies submitted in its support by leading mone- 
tary experts was largely financed by the Ford Foundation. 
Thus, in an important sense, the recommendations do not 
carry the weight of those made in, for instance, the Radcliffe 
Report in Great Britain. They will not, perforce, be dis- 
cussed by Congress. Nevertheless there can be little doubt 
but that the report will be widely read. Although less 
direct, this kind of impact often carries a weight as 
immeasurable as it is potentially powerful. 


The book is not hard to read. Nor should one neces- 
sarily start at the beginning and, in the way of the con- 
formist, read on to the end. Each chapter is a study in 
itself. 

A word of warning to the layman: “if, when you start 
to read this book, you feel that you must understand each 
statement fully before ‘carrying on,’ you will never finish. 
Neither will the expert!” 

J. C. Taylor, U.W.O. 


AUTOMATION: ITS IMPACT ON 
BUSINESS AND PEOPLE 


by Walter Buckingham, Harper & Bros., New York, 
1961, 166 pp. $4.50. 


MANAGEMENT PROBLEMS IN THE ACQUISITION 
OF SPECIAL AUTOMATIC EQUIPMENT 


by Powell Niland, Harvard Business School, Division of 
Research, Boston 63, Mass., 1961, 336 pp., $5.00. 


Automation has become an accepted fact of life now, 
and much of the sound and fury which accompanied it a 
few years ago has diminished. The problems inherent in 
increasing use of automation are still with us, however, 
and are growing. In spite of the attention which the sub- 
ject has received, the amount of research in the use of 
automation in business is still small. Nevertheless, enough 
has been accomplished in the last few years that Walter 
Buckingham, Director of the School of Industrial Man- 
agement at Georgia Institute of Technology and a well 
known authority on automation, has been able to write a 
book which reviews most of the research of merit. 


The book is directed to the responsible citizen who 
wants to be better informed. In that respect, the author 
has done a good job of presenting complex ideas so that 
they can be followed by the layman. 


After a discussion of the development and current 
state of automation, Dr. Buckingham discusses its impact 
on management. From the results of studies by Joan 
Woodward! and James R. Bright® he concludes that com- 
puters will allow management to cope with increasingly 
complex business problems; that automation will permit 
closer integration of control and supervision; that flexi- 
bility and cooperation of supervision will become more 
important; that technical competence will become more 
necessary in making administrative decisions; that plan- 
ning, coordinating, and controlling the operations of the 
firm will become fundamental activities bor management, 
that future managements will require more professional 
and technical education. Later Dr. Buckingham examines 
the impact of automation on economic enterprise (more 
decentralization), on the worker (more flexibility, mobil- 
ity, education, alertness, and progressiveness), on 
unemployment (a high national economic growth rate is 
imperative), on planning and consulting for automation 
(necessary - especially in preparing personnel for change), 
and on social and economic progress (requires some 
changes in government and business behaviour). 


A broad-gauge treatment of a complex subject such 
as automation must always suffer to some extent from the 
fact that generalizations are not too useful in attacking 
specific problems, while the detailed treatment that the 
problems need requires a presentation too difficult for the 
layman to comprehend. Buckingham acknowledges this 
difficulty early in his introduction. Nevertheless the reader 
who wants to think about action to implement automation 
or to counteract the problems arising from automation will 
feel frustrated. The generalizations are too general. The 
action is too vague. 


1“The Effects of Technical Innovations on Management Adminis- 
tration,” International Associates for Cybernetics, Namur, Belgium, 
1958. 

“Automation and Management,” Graduate School of Business 
Administration, Harvard University, Boston, 1958. 
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As an introduction to automation, 
however, Automation has much to re- 
commend it. It takes a relatively un- 
biased look at the problems and charac- 
teristics of automation. Many of the 
overstatements popular in the press are 
analyzed and found wanting. The origi- 
nal studies that Buckingham uses to 
support his arguments are later exam- 
ined. Consequently, this book gives the 
businessman a sound basis for attacking 
many of his own problems. 


A work which, if it had been pub- 
lished in time, Buckingham would prob- 
ably have included as a reference, is 
Niland’s Management Problems in the 
Acquisition of Special Automatic Equip- 
ment. Unlike Automation and some of 
the works on which it was based, Dr. 
Niland’s book Problems is a penetrating 
examination of one aspect of automatic 
manufacture, the acquisition of the 
equipment. 


Dr. Niland concentrated on some 
particular problems of acquisition: “de- 
bugging,” make or buy considerations, 
relations with vendors, product design 
considerations, and the analysis of spe- 
cial automatic equipment proposals. In 
each of these problems, he discovered 
that many difficulties could be avoided 
through effective prior planning and 
analysis. 


The author concludes that the acqui- 
sition of special automatic equipment 
is a complex and difficult task, much 
more risky than is the acquisition of 
production facilities generally, and there- 
fore requires careful risk management 
if it is to be profitably pursued. In 
each problem area he discusses specific 
ways of organizing and carrying out 
acquisition procedures which facilitate 
analysis and control of risk and aid in 
achieving equipment that will require 
minimum debugging. 


Professor Niland’s study is particu- 
larly pertinent in view of the increasing 
practice of manufacturer’s making or 
buying special equipment that is 
uniquely constructed for producing a 
particular product and for high volume 
output. These are not the “standard” 
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machines which these same manufactur- 
ers may have been accustomed to acquir- 
ing, and many of the normal assump- 
tions about vendor capabilities and prac- 
tices prove to be incorrect when such 
“specials” are purchased and operated. 
Special automatic equipment suffers 
from the problems and innovation 
—extensive debugging and development 
after startup, design mistakes, and often 
insufficient attention to the environ- 
ment in which the machine must 
operate. 


The emphasis which writers and re- 
searchers have been placing on prior 
planning arises from the high penalties 
inherent in their neglect, ranging from 
high debugging and downtime costs to 
complete failure of the equipment to 
achieve economic performance levels. 
Also, machine tool builders are faced 
with a new set of demands when they 
undertake to design and build special 
automatic equipment. The use and in- 
tegration of electric, hydraulic, electron- 
ic, pneumatic, and mechanical controls 
with the process is new and rapidly ex- 
panding and requires special design 
approaches. Few, if any equipment man- 
ufacturers have had adequate back- 
grounds in these techniques. Therefore 
it falls on the vendor 'to aid and, to a 
large extent, control the coordination of 
control equipment suppliers and the 
equipment builder. 


Emphasis on careful detailed analysis 
of proposals is another desirable step in 
the acquisition of special automatic 
equipment. There are many cost factors 
which can be ignored when acquiring 
standard manufacturing equipment which 
cannot with the automatic. Debugging 
cost is an example. Investment is an- 
other difficult amount to determine. A 
thorough analysis of required invest- 
ment should include careful assessment 
of engineers’ and planners’ expenses. 
When part of a project group, they 
often represent a significant part of the 
investment in new equipment. 


The use of automatic integrated pro- 
duction facilities represents such a radi- 
cal change from the use of conventional 
facilities that planning for them is rap- 
idly becoming an important area of 


management consideration. Dr. Niland’s 
study has provided much in the way 
of information and advice for better 
performance of prior planning. Automa- 
tion provides a broad survey of the impli- 
cations of automatic manufacturing for 
industry and the economy. Management 
Problems in the Acquisition of Special 
Automatic Equipment provides needed 
depth and detail in an area—acquisition— 
which has’ proved critical in successful use 
of automatic equipment. 


A. R. Wood, U.W.O. 


PATTERN IN ORGANIZATION 
ANALYSIS: A CRITICAL 
EXAMINATION 


By Sherman Krupp, Chilton Co., 


Philadelphia, 1961, 201 pp. $5.00. 


This is a disturbing book. Most 
volumes on organization and manage- 
ment attempt to tell their readers either 
the things managers believe or what 
they should believe. Professor Krupp, 
however, examines the themes or prem- 
ises in modern organization theory 
that express the values in our descrip- 
tions, practices, and polices of manage- 
ment. It is this exposure of the under- 
lying values of our managerial points 
of view that I term disturbing. Such a 
book is, however, eminently useful,for it 
bristles with suggestions for more ob- 
jective or scientific (hence useful and 
accurate) organization theories. 


In the heritage of modern organization 
theory (since F. W. Taylor and ‘“‘scien- 
tific management’), a “harmony-of- 
interest’ theme figures prominently. This 
makes conflict either pathological or 
beyond theory --thus management's 
historical desire for “cooperation” is a 
one-sided view, perhaps reducing our 
democratic pluralism or prompting the 
extension of monopoly or power. These 
and other values are not easily seen in 
our organization theories yet they do 
exist, and, if so, it becomes more intel- 
ligent to face them than to hide our 
heads in the sand. After Professor 
Krupp has provided a criticism of 
decision-making, equilibrium, and goal- 


Continued on page 268 
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implementation, etc., as they are presently 
conceived and acted out by management 
and theorists alike, one wonders how 
we can overthrow our dependance on 
traditions of conservatism, economic 
rationality, and the doctrines of clas- 
sical liberalism, Suggested as more suit- 
able for the analysis of organizations 
would be a theory focusing on author- 
ity in society, theory including power, 
conflict, and economic variables in ad- 
dition to those emphasizing a technol- 
ogy for efficiency and control and the 
coordination of human beings into a 
functional, integrative unity. 


Beginning with a critique of Taylorism 
(scientific management) concentrating 
on the coordination of worker and 
machine, the book moves on to a crit- 
icism of Mayoism (human relations in 
industry) for the implicit over-emphasis 
of the subordination of the worker to 
the social structure of the organization. 
Recently developed organization theory 
is shown to be behavioristically oriented 
with a theme of concern for workers’ 
adjustment. The contemporary notion 
that organizations should simultaneous- 
ly fulfill the needs of their members, 
achieve the organization’s goals, and 
supply the material needs of society is 
the end-product of the above mention- 
ed traditions—and this notion expresses 
rather neatly that “harmony-in-interest” 
is a major, but not the dominant, value 
in modern organization theory. Happily 
Professor Krupp restrains himself in 
judging these findings, assuming that 
when the issues are clear we as individ- 
uals can make a good choice. 


In. summary then, your reviewer 
would recommend Pattern in Organiza- 
tion Analysis as a thought provoking 
book of the first magnitude. A wealth 
of illustrations and an easy style are 
unexpected dividends in such a book. 
The student of organization, whether 
he be executive, organizational drone, 
professional, or professor will find 
himself referring repeatedly to the argu- 
ments in this book. 


Craig C. Lundberg, U.W.O. 
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REALITY IN ADVERTISING 


By Rosser Reeves, McClelland and 
Stewart, Ltd.,. Canada 1961, 154 pp. 
$3.95. 


For many years Madison Avenue has 
endeavoured to place advertising on a 
higher plateau and on a more realistic 
basis. Rosser Reeves, chairman of Ted 
Bates and Company has attempted in 
this book to do just that. He has an- 
swered critics such as Galbraith and 
Packard and put. advertising measure- 
ment on a more scientific basis. Other 
critics of this book have said that his 
theories are simply well know funda- 
mental truths and that Reality in Ad- 
vertising is just a sales brochure for 
Ted Bates and Company. Admittedly, 
Bates received a six million dollar ac- 
count as a direct benefit from this book 
and most of what he states has been 
known for some time, but, if these 
theories are so fundamental, why have 
they not been placed in a neat bundle 
before and put forth to give advertising 
a more solid footing in the world of 
business ? 


Reeves builds his case for reality on 
the assumptions that: advertising does 
not have the power to create desires, 
advertising is essentially a substitute 
for a personal sales force, and there is 
a multitude of other forces that affect 
sales. One of the great failings of adver- 


tising has been the inability to measure . 


accurately the results of a campaign. 


To solve this problem, the author sug- 


gests, first of all, a comparison of the 
number of people who remember and 
who do not remember current adver- 
tising. The difference between the num- 
ber of customers in each group will 
show “how many have been pulled 
over to the usage of the product by the 
advertising.” 


Now that this tool is available, the 
task remains to set up an effective 
program that will result in high “usage 
pull.” In order to do this the author 
suggests some more fundamentals. 
Reeves claims that changing a copy story 
cuts down on penetration as the con- 
sumer tends to retain just one strong 
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claim from the ad; the penetration of 
an ad tends to push out competitors; 
an ad must be persuasive not just de- 
corative. To have “usage pull” the 
author claims that the campaign must 
have a “Unique Selling Proposition.” 
He defines this as a proposition made 
by an ad to the consumer, and one that 
competitors can not or do not make, 
that is so strong it pulls over new 
customers. To do this requires some 
unique product feature or the revealing 
of some attribute that appears unique. 


Using “U.S.P.” as the test, the author 
looks at several campaigns and points 
out some lessons to be learned: repet- 
ition increases U.S.P.; secondary claims 
may cut down pull; if video and audio 
are not locked together by a common 
theme, U.S.P. will be decreased; func- 
tionalism in copy must not be sacrificed 
to originality; and dispersion is more 
importint than frequency for penetra- 
tion of appeal. Although these princi- 
ples have been developed in the pack- 
age-goods area, the author states that 
they are applicable in other lines as 
well. 


Mr. Reeves asserts that these princi- 
ples have not been dreamed up and 
put together theoretically, but have 
been learned in the school of trial and 
error over many years. They are the 
results of millions of dollars of experi- 
ments and research on clients’ cam- 
paigns. When Madison Avenue, the 
author states, begins to use the scien- 
tific approach, then, and only then, 
will advertising be started on its way 
to becoming a profession. 


Robert G. Wyckham, U.W.O. 


ADMINISTRATIVE 
COMMUNICATION 

By Lee O. Thayer, Richard D. Irwin, 
Inc., Homewood, Illinois, 1961, 344 pp. 
$6.50. 


This is a book written fo administra- 
tors and students—yet it is neither 
reference book, “how to do it,’ or 
text. It is, strictly speaking, a survey of 
what is and is not known about com- 
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munication—the process which man- 
agement is almost entirely dependent 
upon, Frankly this is a thought-provok- 
ing book; its ideas are well sustantia- 
ted and yet it is so eminently readable 
that one comes away with the impres- 
sion Professor Thayer knows what he 
is talking about, that is to say the book 
communicates. 


If you are interested in understanding 
a key organizational process and are 
also interested in a clear statement of 
the behavioral science foundation upon 
which this understanding is based, then 
Administrative Communication belongs 
on your reference shelf. This book can 
be easily read in bits and pieces. The 
early chapters treat the natures of 
people, communication, and adminis- 
tration. Part two takes up the qualities 
of administrative communication: ef- 
fectiveness, efficiency, and clarity. Part 
three discusses the functions of com- 
munication: informative, evaluative, in- 
structive, and influential. In part four 
thinking and semantic aspects are fully 
commented upon, as are the mechanics 
of communication. Current problems 
and research in administrative commun- 
ication and the relationships between 
organizational behavior, structure, and 
individuals are spelled out in closing 
the body of this book. An added bonus 
is the extensive bibliography (thirty- 


three pages) and appendices on “how 


to write,” “reports,” and ‘“‘memoran- 
dum” for the person who is not satis- 
fied with a comprehension of the 
“why’s and wherefores’” of communi- 
cation. 


Two brief illustrations of the type 
of ideas and level of presentation found 
in the book are mentioned below, not 
to represent a ‘‘sample’’ but to stimulate 
your own persual of the book. Try 
thinking of the communication behavior 
in your organization in terms of this 
communication sequence and see if it 
does not permit some new insights. 
Ask yourself who says, or does not say, 
what, to whom, when, in what way, 
under what circumstances, with what 
effect. Another illustration is taken 
from the chapter on the informative 
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function of administrative communica- 
tion. Thayer states, “In the section just 
preceding, I have touched upon an 
aspect of the fundamental and most 
pervasive barrier to communication— 
crucial differences in what people will 
attend to at any moment and in the 
values they assign to aspects of their 
individually perceived worlds. This 
particular barrier underlies all 
other “barriers” to effective communi- 


cation . . . But for the purposes of 
intensifying this analysis . . . we might 
specify five other “barriers” . . .: (1) 


organizational barriers; (3) interper- 
sonal barriers; (3) individual barriers; 
(4) economic and temporal barriers; 
(5) channel and media barriers. Let us 
examine each of these in turn.’ And 
when Thayer has led you through this 
analysis, you will understand. If you are 
concerned with improving the effective- 
ness and reducing the costs of communi- 
cation in organizations, this book is 
highly recommended. 


Craig C. Lundberg, U.W.O. 


THE FOLKLORE 
OF MANAGEMENT 

By Clarence B. Randall; Little, Brown 
and Co., Boston and Toronto, 1961, 
204 pp. $4.75. 


How can one smallish book be both 
so compelling and repelling at the same 
time? How can there be so much I 
believe—and at the same time so much 
I do not believe: The answer to these 
questions relates to both style of writ- 
ing and number of ideas. One of Am- 
erica’s “elder statemen” of industry 
offers us such a book. Clarence Ran- 
dall, recently of the Inland Steel Com- 
pany but now retired, has put together 
2 volume which no reader can be bored 
with, for it concerns itself with the 
dogma of management, especially those 
myths created and sustained by the 
management men of large industry. 


Randal! believes that the experienced, 
mature business man should attempt to 
put down on paper his accumulated 
“wisdom.” That he can easily do so in 
a manner that communicates instead of 


instead of brain 


confuses, educates 
washes, is perhaps a myth by which Mr. 
Randall is deluded. Not that the exam- 


ination of management’s sacred cows or . 


the practice of sharing from a rich ex- 
perience is not healthy. On the contrary, 
inward-directed self-searching is ‘‘pre- 
cisely what American industry most 
urgently needs in this period of crises.” 
The myth here is that businessmen do 
have the “words,” and all that is now 
required is the telling. 


It is the telling that affronts this 
reviewer. Randall is a master or emo- 
tionally laden language and the beguil- 
ing if inexact analogy. For example, 
consider the applicability of the follow- 
ing. “Business must learn this: Every 
general should be a sharpshooter if 
possible, but the fact that a man qual- 
ifies as a sharpshooter is no indication 
at all that he can become a general.” 


This little admonition (or is it a pre- 
scription) does “sound” good and 
might provide a nice filler in a after- 
dinner speech- -- but what does it tell 
us that will let us improve our business 
practices, Randall has noted much of 
what can be criticized in industry, yet, 
I ask myself, why does he not give us 
some solid, constructive suggestions 
instead of retreating to such generalities 
as extolling the values of the “free 
enterprise system.” Certainly the 
chapter headings excite the reader 
enough to plunge in (for example: the 
myths of Communications, of the Al- 
mighty Dollar, of the Cost Cutter, of 
the Rugged Individualist, of the Over- 
worked Executive, of the Organization 
Chart). The critiques are stinging 
enough, but when the shouting is over 
why has Randall not taken his own 
advice, namely, “What difference does 
it really make, for example, what the 
average man thinks about anything;” 
“We need, instead, consuming zeal for 
the cult of the distinguished - in ideas, 
in minds, in character, and in leader- 


ship.” 


This reviewer believes Clarence B. 
Randall is not an average man - - - and 
therefore by his own dictum he must 
offer positive guidance. We shall not 
expect “tablets of stone handed down 
from the mountaintop to embody eter- 
nal truth,” just a sharing of more than 
“negative wisdom.” 


Craig C. Lundberg, U.W.O. 
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Canadian Law and The Businessman 
(Continued ) 


One interesting feature of the case is 
that shortly after the loan was made, the 
Mortgage was sold by Manor Invest- 
ments Limited to Finkelstein. The Court 
refused to interfere with Finkelstein’s 
Mortgage and the Scotts, therefore, 
would presumably have to repay him all 
that was owing including bonus, com- 
mission, and interest. Their only remedy 
lay against the original lender, Manor 
Investments Limited, and this remedy 
would, of course, be worthless if Manor 
Investments by that time had become 
insolvent. The Court’s reasoning was no 
doubt that Finkelsten was a bona fide 
purchaser of the Mortgage in good 
faith. That is to say that he had no 
knowledge of the transaction between 
Scott and Manor Investments beyond 
what appears on the face of the Mort- 
gage and thus was not tainted by the 
improper conduct of the latter. But 
suppose Finkelstein had been President 
and controlling shareholder of Manor 
Investments Limited. Should he then 


. still be allowed to argue that he (Finkel- 


stein) and Manor Investments Limited 
are separate legal entities and that since 
he had no personal knowledge of the 
circumstances surrounding the making 
of the loan, he bought the Mortgage in 
good faith as though from a stranger? 
The cases going all the way back to 
Salomon v Salomon 1897 A.C. 22 
would probably support this position 
and point to a most convenient avenue 
of escape. 


In the final result, the Court allowed 
the lenders interest at 12% on the a- 
mount advanced (2,375) and compelled 
the original lender to repay the balance 
to the Scotts. Finkelstein got away scott 
free. No doubt more will be heard of 
The Unconscionable Transactions Relief 
Act, and. this case is of interest as indi- 
cating the test that a Court may be 
expected to use to determine when a 
transaction is such that relief should be 
granted. 
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